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Sac. 

1.1602- iA  to  1.1603-eA  [Beserved] 

1.1603- 10A  Exercise  of  privilege. 

1.1503- llA  Oonsolhtoted  returns  for  subse- 

'  quent  years. 

1.150a-13A  Making  consolidated  return  and 
filing  other  forms. 

1.1503- 18A  Change  In  aflUlated  group  dur¬ 

ing  taxable  year. 

1.1503- 14A  Accoimtlng  period  of  an  aflUl- 

ated  group. 

1.1502- 16A  Liability  for  tax. 

1.1602- 10A  Common  parent  corporation 

agent  for  subsidiaries. 
1.1&(»-17A  Waivers. 

1.1502- 18A  Failure  to  comply  with  regula¬ 

tions. 

1.1502- 19A  Tentative  carryhacl:  adjust¬ 

ments. 

1.15(n-aOA  to  I.isoa-MA  {Reserved] 

1.1603- 80A  Computation  of  tax. 

1.160fi-filA  Basis  of  tax  computation. 
l.lSOa-SSA  Method  of  computation  of  In¬ 
come  for  period  of  leas  than 
12  months. 

1.1502- S3A  Gain  or  loss  from  sale  of  stock, 

or  bonds  or  other  obligations. 

1.1502- 34A  Sale  of  stock;  basis  for  deter¬ 

mining  gain  or  loss. 

1.1502- 35A  Sale  of  bonds  or  other  obliga¬ 

tions:  basis  for  determining 
gain  or  loss. 

1.1602- 36A  Limitation  on  allowable  losses 

on  sale  of  stock,  or  bonds,  or 
other  obligations. 

1.1502- 37A  Liquidations;  recognition  of 

gain  OT  loos. 

1.1502- 88A  Basis  of  pr<H>erty. 

1.1502- 30A  InventtM^es. 

1.1602- 40A  Bad  debts. 

1.160a-41A  Sale  and  retirement  by  corpora¬ 
tion  of  Its  bonds. 

1.1502- 42A  Capital  loss  limitations  -  and 

carryover. 

1.1902-43A  Credit  for  foreign  taxes. 

1.1502- 44A.  Methods  Of  accounting. 

1 .1502- 45A  Mine  exploration  expenditures. 

1.1502- 46A  Depreciation. 

1 .1502- 47A  Election  to  deduct  accrued  tarns. 

1.1602- 48A  LlabUlty  for  tax  under  section 

631. 

1.1502- 49A  Additions  to  tax  for  failure  to 

pay  estimated  tax. 

1.1503- S0A  Gain  on  sale  of  bonds  and  other 

evidences  of  indebtedness. 

1.1603- 61A  Credit  for  Investment  In  certain 

depreciable  property. 

§  1.1502  Statutory  provisions;  regula¬ 
tions. 

Sac.  1502.  Reffulationa.  The  Secretary  o^ 
his  delegate  shall  prescribe  such  regulations 
as  he  may  deem  necessary  In  order  that  the 
tax  liability  of  any  affiliated  group  of  corpo¬ 
rations  making  a  consolidated  return  and  of 
each  corporation  In  the  group,  both  during 
and  after  the  period  of  affiliation,  may  be 
returned,  determined,  computed,  assessed, 
collected,  and  adjusted.  In  such  manner  as 
clearly  to  reflect  the  Income  tax  liability  and 
the  various  factors  necessary  for  the  deter- 
mlimtlon  of  such  liability,  and  In  order  to 
prevent  avoidance  of  such  tax  liability. 

§  1.1502—0  Effective  date. 

(a)  The  provisions  of  IS  1.1502-1 
through  1.1502-80  shall  be  applicable  to 
taxable  years  beginning  i^er  December 
31, 1965. 

(b)  The  provisions  of  81  1.1502-0A 
through  1.1502-51A  shall  be  applicable  to 
taxable  years  beginning  before  Janu> 
ary  1, 1966. 

§  1.1502—1  Definitions. 

(a)  Group.  The  term  “group"  means 
an  afflliated  group  of  corporations  as  de¬ 


fined  in  section  1504.  See  8  1.1502-75 

(d)  as  to  when  a  group  remains  in 
existence. 

(b)  Member.  The  term  “member" 
means  a  corporation  (including  the 
oommon  parent)  which  is  included 
srithin  such  group. 

<e)  Subsidutry.  The  term  “subsid¬ 
iary*’  means  a  corporation  other  than 
the  common  parent  which  is  a  member 
of  such  group. 

(d)  Consolidated  return  year.  The 
term  “consolidated  return  year"  means 
a  taxable  year  for  which  a  consolidated 
return  is  filed  or  required  to  be  filed  by 
such  group. 

(e)  Separate  return  year.  The  term 
“separate  return  year"  means  a  taxable 
year  of  a  corporation  for  which  it  files  a 
separate  return  or  for  which  it  Joins  in 
the  filing  of  a  consolidated  return  by 
another  group. 

(f)  Separate  return  limitation  year — 

(1)  Jn  general.  Ebccept  as  provided  in 
subparagraphs  (2)  and  (3)  of  this  para¬ 
graph,  the  term  “separate  return  limita¬ 
tion  year"  means  any  sq;>arate  return 
year  of  a  member  or  of  a  predecessor  of 
such  member.  The  term  “predecessor” 
means  a  transferor  or  distributor  of  as¬ 
sets  to  a  member  in  a  transactlcm  to 
which  section  381(a)  applies. 

(2)  Exceptions.  The  term  “separate 
return  limitation  year”  shall  not  in¬ 
clude — 

(i)  A  separate  return  year  of  the  cor¬ 
poration  which  is  the  common  parent  for 
the  consolidated  return  year  to  which 
the  tax  attribute  is  to  be  oarried, 

(ii)  A  separate  return  year  of  any  sub¬ 
sidiary  which  was  a  member  of  the  group 
for  each  day  of  such  year,  or 

(iii)  A  separate  return  year  of  a  pre¬ 
decessor  of  any  member  if  such  [uedeoes- 
sor  was  a  member  of  the  group  for  each 
day  of  such  year, 

provided  that  an  election  under  section 
1562  (relating  to  privilege  to  elect  mul¬ 
tiple  surtax  exemptions)  was  not  effec¬ 
tive  for  such  year.  An  election  under 
section  1562  which  is  effective  for  a  tax¬ 
able  year  beginning  in  1963  and  ending 
in  1964  shall  be  disregarded. 

(3)  Reverse  acquisitions.  In  the  event 
(A  an  acquisition  to  which  8  1.1503-75(d) 
(3)  iqjplles,  all  taxable  years  of  the  first 
(XMPoration  and  of  each  of  its  subsidi¬ 
aries  ending  on  or  before  the  date  of  the 
acquisition  shall  be  treated  as  separate 
return  limitation  years,  and  the  separate 
return  years  (if  any)  of  the  second  oor- 
porati(m  and  each  of  Us  subsidiaries  shall 
not  be  treated  as  separate  return  limita¬ 
tion  years  (unless  they  were  so  treated 
immediately  before  the  acquisition) . 
FVmt  example,  if  corporation  P  merges 
into  corporation  T.  and  the  persons  who 
were  stockholders  of  P  immediately  be¬ 
fore  the  merger,  as  a  result  of  owning 
the  stock  of  P,  own  more  than  50  percent 
of  the  fair  market  value  of  the  outstand¬ 
ing  stock  of  T,  then  a  loss  incurred  before 
the  merger  by  T  (even  though  it  is  the 
common  parent),  or  by  a  subsidiary  of 
T.  is  treated  as  having  been  incurred  in  a 
separate  return  limitation  year.  Con¬ 
versely,  a  loss  Incurred  before  the  merger 
by  P.  or  by  a  subsidiary  of  P  in  a  separate 


return  year  during  all  of  which  such  sub¬ 
sidiary  was  a  member  of  the  group  of 
which  P  was  the  common  parent  and  for 
which  section  1562  was  not  effective,  is 
treated  as  having  been  incurred  in  a  year 
which  is  not  a  separate  return  limitation 
jrear. 

(g)  Consolidated  return  change  of 
ownership — (1)  /n  general.  A  <x>nsoii- 
dated  return  change  of  ownership  occurs 
diurlng  any  taxable  year  (referred  to  in 
this  subparagraph  as  the  “year  of 
chSLnge")  of  the  corporation  which  is  the 
common  parent  for  the  taxable  3^r  to 
which  the  tax  attribute  is  to  be  carried, 
if,  at  the  end  of  the  year  of  change — 

(1)  Any  one  or  more  of  the  persons  de¬ 
scribed  in  section  S82(a)  (2)  own  a  per¬ 
centage  of  the  fair  market  value  of  the 
outstanding  stock  of  such  corporation 
which  is  more  than  50  percentage  points 
greater  than  such  person  or  persons 
owned  at — 

(a)  The  beginning  of  such  taxable 
year,  or 

(b)  The  beginning  of  the  preceding 
taxable  year,  and 

(11)  The  increase  in  percentage  points 
at  the  end  of  such  year  is  attributable 
t(K— 

(a)  A  purchase  (within  the  meaning 
of  section  382(a)  (4) )  by  such  person  or 
persons  of  su(di  stock,  the  sto^  of  an¬ 
other  corporation  owning  stock  in  such 
corporation,  or  an  interest  in  a  partner¬ 
ship  or  trust  owning  stock  in  such  cor¬ 
poration.  or 

(b)  A  decrease  in  the  amoimt  of  such 
stock  outstanding  or  the  amoimt  of  stock 
outstanding  of  another  corporation  own¬ 
ing  stock  in  such  corporation,  except  a 
decrease  resulting  from  a  redemption  to 
pay  death  taxes  to  which  section  303 
applies. 

For  purposes  of  subdivision  (i)  (a)  and 
(b)  of  this  subparagraph,  the  beginning 
of  the  taxable  years  specified  therein 
shall  be  the  beginning  of  such  taxable 
years  or  October  1,  1965,  whichever  oc¬ 
curs  later. 

(2)  Operating  rules.  For  purposes  of 
this  paragraph — 

(i)  The  term  “stock”  means  all  shares 
except  nonvoting  stock  which  is  limited 
and  preferred  as  to  dividends,  and 

(11)  Section  318  (relating  to  construc¬ 
tive  ownership  of  stock)  shall  apply  in 
determining  the  ownership  of  stock,  ex¬ 
cept  that  section  318(a)  (2)  (C)  and  (3) 
(C)  shall  be  applied  without  regard  to 
the  50-pereent  limitation  contained 
therein. 

(3)  Old  members.  The  term  "old 
members"  of  a  group  means — 

(I)  Those  corporations  which  were 
members  of  such  group  immediately  pre¬ 
ceding  the  first  day  of  the  taxable  year 
in  which  the  consolidated  return  change 
of  ownership  occurs,  or 

(il)  If  the  group  was  not  in  existence 
prior  to  the  taxable  year  in  which  the 
consolidated  return  change  of  ownership 
occurs,  Uie  corporation  which  is  the  com¬ 
mon  parent  for  the  taxable  year  to  which 
the  tax  attribute  is  to  be  carried. 

(4)  Reverse  acquisitions.  If  there  has 
been  a  consolidated  return  change  of 
ownership  of  a  corporation  under  sub- 
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paragraph  (1)  of  this  paragraph  and 
the  stock  or  assets  of  such  corporation 
are  subsequently  acquired  by  another 
corporation  in  an  acquisition  to  which 
§  1.1502-75(d)  (3)  applies  so  that  the 
group  of  which  the  former  corporation 
is  the  common  parent  is  treated  as  con¬ 
tinuing  in  existence,  then  the  "old  mem¬ 
bers”.  as  defined  in  subparagraph  (3) 
of  this  paragraph,  of  such  group  im¬ 
mediately  before  the  acquisition  shall 
continue  to  be  treated  as  “old  members” 
immediately  after  the  acquisition.  For 
example,  assume  that  corporations  P  and 
S  comprise  group  PS.  and  PS  imdergoes 
a  consolidated  return  change  of  owner¬ 
ship.  Subsequently,  the  stock  of  P.  the 
common  parent,  is  acquired  by  corpora¬ 
tion  T.  the  common  parent  of  group  TU. 
in  an  acquisition  to  which  section  368 
(aXlXB)  and  S  1.1502-75(dX3)  apply. 
The  PS  group  is  treated  as  continuing 
in  existence  with  T  as  the  common  par¬ 
ent.  P  and  S  continue  to  be  treated  as 
old  members,  as  defined  in  subparagraph 
(3)  of  this  paragraph. 

Consolidated  Tax  Liability 

§  1.1. '>02— 2  Computation  of  tax  liabil- 
ity. 

The  tax  liability  of  a  group  for  a  con¬ 
solidated  return  year  shall  be  determined 
by  adding  together — 

(a)  The  tax  imposed  by  section  11  on 
the  consolidated  taxable  income  for  such 
year  (see  S  1.1502-11  for  the  computation 
of  consolidated  taxable  income) ; 

(b)  The  tax  imposed  by  section  541  on 
the  consolidated  undistributed  personal 
holding  company  income; 

(c>  If  paragraph  (b)  of  this  section 
does  not  apply,  the  aggregate  of  the  taxes 
imposed  by  section  541  on  the  separate 
undistributed  personal  holding  company 
income  of  the  members  which  are  per¬ 
sonal  holding  companies; 

(d)  If  paragraph  (b)  of  this  section 
does  not  apply,  the  tax  Imposed  by  sec¬ 
tion  531  on  the  consolidated  accumulated 
taxable  income; 

<e)  The  tax  imposed  by  section  594(a) 
in  lieu  of  the  taxes  imposed  by  section 
11  or  1201  on  the  taxable  income  of  a 
life  Insurance  department  of  the  com¬ 
mon  parent  of  a  group  which  is  a  mutual 
savings  bank; 

(f)  The  tax  imposed  by  section  802(a) 
on  consolidated  life  insurance  company 
taxable  income; 

(g)  The  tax  imposed  by  section  831(a) 
on  the  consolidated  insurance  company 
taxable  income  of  the  members  which 
are  subject  to  such  tax; 

(h)  The  tax  imposed  by  section  1201. 
in  lieu  of  the  taxes  computed  under 
paragraphs  (a)  and  (g)  of  this  section, 
computed  by  reference  to  the  excess  of 
the  consolidated  net  long-term  capital 
gain  over  the  consolidated  net  short- 
teim  capital  loss  (see  §  1.1502-41  for  the 
determination  of  the  consolidated  net 
long-term  capital  gain  and  the  con¬ 
solidated  net  short-term  capital  loss)  ; 

(i)  IReservedl 

(j)  The  tax  imposed  by  section  1333 
on  war  loss  recoveries;  and 

by  allowing  as  a  credit  against  such 
taxes  the  investment  credit  under  sec¬ 


tion  38  (see  §  1.1502-3) .  and  the  foreign 
tax  credit  under  section  33  (see  S  1.1502- 
4).  For  purposes  of  this  secti(m.  the 
surtax  exemption  of  the  group  for  a  con¬ 
solidated  return  year  is  $25,000.  or  if  a 
lesser  amount  is  allowed  under  section 
1561.  such  lesser  amount.  See  §  1.1561- 
2(a)  (2) .  For  increase  in  tax  due  to  the 
application  of  section  47.  see  8  1.1502- 
3(f). 

§  1.1302—3  Conttolidaled  investment 
credit. 

(a)  Determination  of  amount  of  con¬ 
solidated  credit — (1)  In  general.  The 
credit  allowed  by  section  38  for  a  con¬ 
solidated  return  year  of  a  group  shall  be 
equal  to  the  consolidated  credit  earned. 
The  consolidated  credit  earned  is  equal 
to  the  aggregate  of  the  credit  earned  (as 
determined  under  subparagraph  (2)  of 
this  paragraph)  by  all  members  of  the 
group  for  the  consolidated  return  year. 

(2)  Determination  of  credit  earned. 
The  credit  earned  of  a  member  is  an 
amount  equal  to  7  percent  of  such  mem¬ 
ber’s  qualified  investment  (determined 
under  section  46(c)).  For  purposes  of 
computing  a  member’s  qualified  invest¬ 
ment.  the  basis  of  property  shall  not  in¬ 
clude  any  gain  or  loss  realized  with 
respect  to  such  property  by  another 
member  in  an  Intercompany  transaction 
(as  defined  in  8  1.1502-13(a)  (D),  wheth¬ 
er  or  not  such  gain  or  loss  is  deferred. 
Thus,  if  section  38  property  acquired  in 
an  intercompany  transaction  has  a  basis 
of  $100  to  the  purchasing  member,  and 
if  the  selling  member  has  a  $20  gain  with 
respect  to  such  property,  the  basis  of 
such  property  for  purposes  of  computing 
the  purchaser’s  qualified  investment  is 
only  $80.  Such  $80  basis  shall  also  be 
used  for  purposes  of  applying  section  47 
to  such  property.  See  paragraph  (f)  of 
this  section. 

(3)  Consolidated  limitation  based  on 
amount  of  tax.  (i)  Notwithstanding 
the  amount  of  the  consolidated  credit 
earned  for  the  taxable  year,  the  con¬ 
solidated  credit  allowed  by  section  38  to 
the  group  for  the  consolidated  return 
year  is  limited  to — 

(a)  So  much  of  the  consolidated  lia¬ 
bility  for  tax  as  does  not  exceed  $25,000. 
plus 

(b)  25  percent  of  the  consolidated  lia¬ 
bility  for  tax  in  excess  of  $25,000. 

The  $25,000  amount  referred  to  in  (a) 
and  (b)  of  the  preceding  sentence  shall 
be  reduced  by  any  part  of  such  $25,000 
amount  apportioned,  under  paragraph 
(f )  (6)  of  8  1.46-1.  to  members  of  the 
afiOliated  group  (as  defined  in  section 
46(a)  (5)  which  do  not  Join  in  the 
filing  of  the  consolidated  return.  The 
amount  determined  under  this  subpara- 
gnqih  shall  be  referred  to  in  this  section 
as  the  "consolidated  limitation  based  on 
amount  of  tax.” 

(ii)  If  an  organization  to  which  sec¬ 
tion  593  applies  or  a  cooperative  orga¬ 
nization  described  in  section  1381(a) 
joins  in  the  filing  of  the  consolidated  re¬ 
turn.  the  $25,000  amount  referred  to  in 
subdivision  (i)  (a)  and  (b)  of  this  sub- 
paragraph  (or  such  $25,000  amoimt  re¬ 
duced  by  any  part  of  such  amount  appor¬ 


tioned  to  members  of  the  affiliated  group, 
as  defined  in  section  46(a)  (5) .  which  do 
not  Join  in  the  filing  of  the  consolidated 
return)  shall  be  apportioned  equally 
among  the  members  of  the  group  filing 
the  consolidated  return.  The  amount  so 
apportioned  equally  to  any  such  organ¬ 
ization  shall  then  be  decreased  in  ac¬ 
cordance  with  the  provisions  of  section 
46(d).  Finally,  the  sum  of  all  such 
equal  portions  (as  decreased  under  sec¬ 
tion  46(d) )  of  each  member  of  the  group 
shall  be  substituted  for  the  $25,000 
amoimt  referred  to  in  subdivision  (i) 
(a)  and  (b)  of  this  subparagraph. 

(4)  Consolidated  liability  for  tax. 
For  purposes  of  subparagraph  (3)  of  this 
paragraph,  the  consolidated  liability  for 
tax  shall  be  the  income  tax  imposed  for 
the  taxable  year  upon  the  group  by 
chapter  1  of  the  Code,  reduced  by  the 
consolidated  foreign  tax  credit  allowable 
under  8  1.1502-4.  The  tax  Imposed  by 
section  531  (relating  to  Imposition  of  ac- 
cumlated  earnings  tax)  or  by  section  541 
(relating  to  imposition  of  personal  hold¬ 
ing  company  tax)  shall  not  be  consid¬ 
ered  tax  imposed  by  chapter  1  of  the 
C(xle.  In  addition,  any  increase  in  tax 
resulting  from  the  application  of  section 
47  (relating  to  certain  dispositions,  etc., 
of  section  38  property)  shall  not  be 
treated  as  tax  imposed  by  chapter  1  for 
purposes  of  computing  the  consolidated 
liability  for  tax. 

(b)  Carryback  and  carryover  of  un¬ 
used  credits — (1)  Allowance  of  unused 
credit  as  consolidated  carryback  or 
carryover.  A  group  shadl  be  allowed  to 
add  to  the  amount  allowable  as  a  credit 
under  paragraph  (a)(1)  of  this  section 
for  any  consolidated  return  year  an 
amount  equal  to  the  aggregate  of  the 
consolidate  Investment  credit  carry¬ 
overs  and  carrybacks  to  such  year.  The 
consolidated  investment  credit  carry¬ 
overs  and  carrybacks  to  the  taxable  year 
shall  consist  of  any  consolidated  unused 
credits  of  the  group,  plus  any  unused 
credits  of  members  of>the  group  arising 
in  separate  return  years  of  such  mem¬ 
bers,  which  may  be  carried  over  or  back 
to  the  taxable  year  under  the  principles 
of  section  46(b) .  However,  such  consoli¬ 
dated  carryovers  and  carrybacks  shall 
not  Include  any  consolidated  unused 
credits  apportioned  to  a  corporation  for 
a  separate  return  year  pursuant  to  para¬ 
graph  (c)  of  8  1.1502-79  and  shall  be 
subject  to  the  limitations  contained  in 
paragraphs  (c)  and  (e)  of  this  section. 
A  consolidated  unused  credit  for  any 
consolidated  return  year  is  the  excess 
of  the  consolidated  credit  earned  over  the 
consolidated  limitation  based  on  amount 
of  tax  for  such  year. 

(2)  Absorption  rules.  For  purposes 
of  determining  the  amount,  if  any,  of 
an  unused  credit  (whether  consolidated 
or  separate)  which  can  be  carried  to  a 
taxable  year  (consolidated  or  separate), 
the  amount  of  such  unused  credit  which 
is  absorbed  in  a  prior  consolidated  re¬ 
turn  year  under  section  46(b)  shall  be 
determined  by — 

(i)  Applying  all  unused  credits  which 
can  be  carried  to  such  prior  year  in  the 
order  of  the  taxable  years  in  which  such 
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unused  credits  arose,  beginning  with  the 
taxable  year  which  ends  earliest,  and 

(ii)  Applying  all  such  unused  credits 
which  can  be  carried  to  such  prior  year 
from  taxable  years  ending  on  the  same 
date  on  a  pro  rata  basis. 

(c)  Limitation  on  investment  credit 
carryovers  and  carrybacks  from  separate 
return  limitation  years — (1)  General 
rule.  In  the  case  of  an  unused  credit  of 
a  member  of  the  group  arising  In  a  sepa¬ 
rate  return  limitation  year  (as  defined  in 
paragraph  (f)  of  S  1.1502-1)  of  such 
member  (and  In  a  separate  return  limita¬ 
tion  year  of  any  predecessor  of  such 
member) .  the  amount  which  may  be  in¬ 
cluded  under  paragraph  (b)  of  this  sec¬ 
tion  (compute  without  regard  to  the 
limitation  contained  in  paragraph  (e)  of 
this  section)  shall  not  exceed  the  amount 
determined  under  subparagraph  (2)  of 
this  paragraph. 

(2)  Computation  of  limitation.  The 
amount  referred  to  in  subparagraph  (1) 
of  this  paragraph  with  respect  to  a  mem¬ 
ber  of  the  group  is  the  excess,  if  any, 
of — 

(I)  The  limitation  based  on  amount 
of  tax  of  the  group,  minus  such  limita¬ 
tion  recomputed  by  excluding  the  items 
of  income,  deduction,  and  foreign  tax 
credit  of  such  member,  over 

(II)  The  sum  of  (a)  the  investment 
credit  earned  by  such  member  for  such 
consolidated  return  year,  and  (b)  the 
unused  credits  attributable  to  such  mem¬ 
ber  Which  may  be  carried  to  such  con¬ 
solidated  return  year  arising  in  unused 
credit  years  ending  prior  to  the  particu¬ 
lar  separate  retium  limitation  year. 

(d)  Examples.  Hie  provisions  of 
paragraphs  (a),  (b).  and  (c)  of  this 
section  may  be  illustrated  by  the  follow¬ 
ing  examples: 

Example  (1).  Corporation  P  U  Incorpo¬ 
rated  on  January  1.  1966.  On  that  same  day 
P  Incorporates  corporation  S,  a  wholly  owned 
subsidiary.  P  and  8  file  consolidated  re¬ 
turns  toe  calendar  years  1966  and  1967.  P's 
and  S’s  credit  earned,  the  consolidated  credit 
earned,  and  the  consolidated  limitation 
based  on  amount  of  tax  for  1966  and  1967 
are  as  follows; 


Coneoli- 

Conaoli- 

dated 
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1  1 
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1  960.000 
30,000 

}  990.000 

9100,000 

1967: 

1 

P . 

8 . 

1  40.000 

26,000  1 

1}  «5,000 

i 

80,000 

(I)  P’s  and  S’s  credit  earned  for  1966  are 
aggregated  and  the  group’s  consolidated 
credit  earned,  $90,000,  Is  allowable  in  full  to 
the  group  as  a  credit  under  section  38  for 
1966  since  such  amount  Is  less  than  the 
consolidated  limitation  based  on  amount  of 
tax  tat  1966,  $100,000. 

(II)  Since  the  consolidated  limitation 
based  on  amount  of  tax  for  1967  Is  $60,000, 
only  $60,000  of  the  $66,000  consolidated  credit 
earned  for  such  year  Is  allowable  to  the  group 
under  section  38  as  a  credit  tar  1987.  The 
consolidated  unused  credit  for  1967  of  $16,000 
($66,000  less  $60,000)  U  a  consolidated  In¬ 
vestment  credit  carryback  and  carryover  to 


the  years  prescribed  In  section  46(b).  In 
this  case  the  consolidated  unused  credit  Is  a 
consolidated  Investment  credit  carryback  to 
1966  (since  P  and  S  were  not  In  existence  In 
1964  and  1966)  and  a  consolidated  Invest¬ 
ment  credit  carryover  to  1968  and  subsequent 
years.  The  portion  of  the  consolidated  un¬ 


used  credit  for  1967  which  la  allowable  as  a 
credit  for  1966  Is  $10,000.  This  amount  shall 
be  added  to  the  amount  allowable  as  a  credit 
to  the  group  for  1966.  The  balance  of  the 
consolidated  unused  credit  for  1967  to  be 
carried  to  1968  la  $6,000.  These  amounts  are 
computed  as  follows: 


Consolidated  carryback  to  IWfi .  tl’i.  nou 

IWn consolidated  limitation  based  on  l»x . .  tli)U,flU0 

Less:  Consolidated  credit  earned  tor  UW6 . $VU,aoi) 

Consolidated  unused  credits  attributable  to  years  precedlnit  1967 .  0  90,  ooo 


Limit  on  amount  of  IWT7  consolidated  unused  credit  which  may  be  added  as  a 
credit  for  1900 .  lo,  itoo 

Balance  of  1907  consolidated  unnsed  credit  to  l>e  carried  to  1908 . .  .V  OtHt 


Example  (2)  (1)  Assume  the  same  facts 

as  In  example  (1).  except  that  all  the  stock 
of  corporation  T.  also  a  calendar  year  tax¬ 
payer,  Is  acquired  by  P  on  January  1,  1968, 
and  that  P,  S,  and  T  file  a  consolidated  re¬ 
turn  for  1968.  In  1966  T  had  an  unused 
credit  of  $10,000  which  has  not  been  ab¬ 
sorbed  and  Is  available  as  an  Investment 
credit  carryover  to  1968.  Such  carryover  Is 
frcHn  a  sepstrate  return  limitation  year.  P’s 
and  S’s  credit  earned  for  1968  Is  $10,000  each 
and  T’s  credit  earned  Is  $8,000;  the  consoli¬ 
dated  credit  earned  Is  therefore  $28.(X)0.  The 
group’s  consolidated  limitation  based  on 
amount  of  tax  for  1968  Is  $60,000.  Such 
limitation  recomputed  by  excluding  the 
Items  of  Income,  deduction,  and  foreign  tax 
credit  of  T  Is  $30,000.  Thm,  the  amount 
determined  under  paragraph  (c)(3)(l)  of 
this  section  Is  $20,000  ($60,000  minus 

$30,000).  Accordingly,  the  limitation  on  the 
carryover  of  ’Fs  unused  credit  Is  $12,000,  the 
excess  of  $20,000  over  $8,000  (the  sum  of  T’s 
credit  earned  for  the  taxable  year  and  any 
carryovers  from  prior  unused  credit  years 
(none  In  this  case)).  Therefore  ’Fs  $10,000 
unused  credit  from  1966  may  be  carried  over 
to  the  consolidated  return  year  without 
limitation. 


(II)  The  group’s  consolidated  credit  earned 
for  1968,  $28,000,  Is  allowable  In  full  as  a 
credit  under  section  38  since  such  amount  Is 
less  than  the  consolidated  limitation  based 
on  amount  of  tax,  $60,000. 

(III)  The  group’s  consolidated  Investment 
credit  carryover  to  1968  Is  $16,000,  consist¬ 
ing  of  the  consolidated  unxised  credits  of  the 
group  ($6,000),  plus  ’Fs  separate  retvirn  year 
unused  credit  ($10,000).  The  entire  $16,000 
consolidated  carryover  shall  be  added  to  the 
amount  allowable  to  the  group  as  a  credit 
under  section  38  for  1968,  since  such  amount 
la  leas  than  $22,000  (the  excess  of  the  con¬ 
solidated  limitation  based  on  tax,  $50,000, 
over  the  sum  of  the  consolidated  credit 
earned  for  1968,  $28,000,  and  unused  credits 
arising  In  prior  unused  credit  years,  xero). 

Example  (J).  Assume  the  same  facts  as 
in  example  (2).  except  that  the  amount  de¬ 
termined  under  paragraph  (c)(2)(l)  of  this 
section  la  $12,000.  Therefore,  the  limitation 
on  the  carryover  of  T’s  unused  credit  is 
$4,000.  Accordingly,  the  consolidated  In¬ 
vestment  credit  carryover  Is  only  $9,000  since 
the  amount  of  ’Fs  separate  return  year  un¬ 
used  credit  which  may  be  added  to  the 
group’s  $5.(X)0  consolidated  unused  credit  Is 
$4,000.  These  amounts  are  computed  as 
follows: 


T’s  carryover  to  1988 .  $10.  iKW 

Consolidated  limitation  based  on  amount  of  tax  minus  recomputed  limitation .  $1.’,  000 

Less:  T’s  credit  earned  tor  1988 . $&000 

Unused  credits  attributable  to  T  artsinx  in  unused  credit  years  precedini  1966 .  0  8,  Wni 

Limit  on  amount  of  1966  umise<l  credit  of  T  which  may  be  added  to  consolidated  invest¬ 
ment  credit  carryover . . . . .  4,000 

Balance  of  1966  unused  credit  of  T  to  l>r  carried  to  1969  (subject  to  the  limitation  contained 
in  porasraph  (c)  of  tliis  section) . . . . . . .  6.  ooo 


(e)  Limitation  on  investment  credit 
carryovers  where  there  has  been  a  con~ 
solidated  return  change  of  ownership — 
(1)  General  rule.  If  a  consolidated  re¬ 
turn  change  of  ownership  (as  defined  In 
paragraph  (g)  of  1  1.1502-1)  occurs  dur¬ 
ing  the  taxable  year  or  an  earlier  taxable 
year,  the  amount  which  may  be  included 
under  paragraph  (b)  of  this  section  in 
the  consolidated  investment  credit  carry¬ 
overs  to  the  taxable  year  with  respect  to 
the  aggregate  unused  credits  attributable 
to  old  members  of  the  group  (as  defined 
in  paragraph  (g)(3)  of  i  1.1502-1)  aris¬ 
ing  in  taxable  years  (consolidated  or 
separate)  ending  on  the  same -day  and 
before  the  taxable  year  in  which  the 
consolidated  return  change  of  ownership 
occurred  shall  not  exceed  the  amount  de- 
‘termlned  imder  subparagraph  (2)  of 
this  paragraph. 

(2)  Computation  of  limitation.  The 
amount  referred  to  in  subparagraph  (1) 
of  this  paragraph  shall  be  the  excess  of 
the  consolidated  limitation  based  on  the 
amount  of  tax  for  the  taxable  year,  re- ' 
computed  by  including  only  the  items  of 
income,  deduction,  and  foreign  tax  credit 
of  the  old  members,  over  the  sum  of — 


(i)  The  aggregate  investment  credits 
earned  by  the  old  members  for  the  tax¬ 
able  year,  and 

(il)  The  aggregate  unused  investment 
credits  attributable  to  the  old  members 
which  may  be  carried  to  the  taxable  year 
arising  in  unused  credit  years  ending 
prior  to  the  particular  unused  credit  year 
or  years. 

(f)  Early  dispositions,  etc.,  of  section 
38  property — (1)  Dispositions  of  section 
38  property  during  and  after  consoli¬ 
dated  return  year.  If  property  is  sub¬ 
ject  to  section  47(a)  (1)  or  (2)  with 
respect  to  a  member  during  a  consoli¬ 
dated  return  year,  any  increase  in  tax 
shall  be  added  to  the  tax  liability  of 
the  group  under  8  1.1502-2  (regardless 
of  whether  the  property  was  placed  in 
service  in  a  consolidated  or  separate  re¬ 
turn  year).  Also,  if  property  is  subject 
to  section  47(a)  (1)  or  (2)  with  respect 
to  a  corporation  during  a  taxable  year 
for  which  such  corporation  files  on  a 
separate  return  basis,  any  increase  in  tax 
shall  be  added  to  the  tax  liability  of 
such  corporation  (regardless  of  whether 
such  property  was  placed  in  service  in 
a  consolidated  or  separate  return  year) . 
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<2t  Exception  lor  transfer  to  another 
member.  (I)  Except  as  provided  in  sub¬ 
divisions  <ii)  and  (iii)  of  this  subpara¬ 
graph,  a  transfer  of  section  38  property 
from  one  member  of  the  group  to  another 
member  of  such  group  during  a  consoli¬ 
dated  return  year  shall  not  be  treated  as 
a  disposition  or  cessation  within  the 
meaning  of  section  47(a)(1).  If  such 
section  38  property  is  disposed  of,  or 
otherwise  ceases  to  be  section  38  prop¬ 
erty  or  becomes  public  utility  property 
with  respect  to  the  transferee,  before 
the  close  of  the  estimated  useful  life 
which  was  taken  into  account  in  com¬ 
puting  qualified  investment,  then  section 
47<a)  (1)  or  (2)  shall  apply  to  the 
transferee  with  respect  to  such  property 
(determined  by  taking  into  account  the 
period  of  use,  qualified  investment,  other 
dispositions,  etc.,  of  the  transferor) . 
Any  increase  in  tax  due  to  the  applica¬ 
tion  of  section  47(a)  (1)  or  (2)  shall  be 
added  to  the  tax  liability  of  such  trans¬ 
feree  (or  the  tax  liability  of  a  group,  if 
the  transferee  joins  in  the  filing  of  a 
consolidated  return). 

(ii)  Except  as  provided  in  subdivision 

(iii)  of  this  subparagraph,  if  section  38 
property  is  disposed  of  during  a  con- 
.solidated  return  year  by  one  member  of 
the  group  to  another  member  of  such 
group  which  is  an  organization  to  which 
section  593  applies  or  a  cooperative  orga¬ 
nization  described  in  section  1381(a), 
the  tax  under  chapter  1  of  the  Code  for 
such  consolidated  return  year  shall  be 
increased  by  an  amount  equal  to  the 
aggregate  decrease  in  the  credits  allowed 
under  section  38  for  all  prior  taxable 
years  which  would  result  solely  from 
treating  such  property,  for  purposes  of 
determining  qualified  Investment,  as 
placed  in  service  by  such  organization  to 
which  section  593  applies  or  such  co¬ 
operative  organization  described  in  sec¬ 
tion  1381(a),  as  the  case  may  be,  but 
with  due  regard  to  the  use  of  the  property 
before  such  transfer. 

(iii)  Section  47(a)(1)  shall  apply  to 
a  transfer  of  section  38  property  by  a 
corporation  during  a  consolidated  re¬ 
turn  year  if  such  corporation  is  liqui¬ 
dated  in  a  transaction  to  which  section 
334(b)  (2)  applies. 

(3)  Examples.  The  provisions  of  this 
paragraph  may  be  Illustrated  by  the 
following  examples: 

Example  (/).  P.  S,  and  T  file  a  consoli¬ 
dated  return  for  calendar  year  1967.  In  such 
year  S  places  In  service  section  38  property 
having  an  estimated  useful  life  of  more  than 
8  years.  In  1968.  P.  S.  and  T  file  a  consoli¬ 
dated  return  and  in  such  year  S  sells  such 
property  to  T.  Such  sale  will  not  cause 
section  47(a)(1)  to  apply. 

Example  (2).  Assume  the  same  facts  as 
in  example  (1),  except  that  P,  S.  and  T 
hied  separate  returns  for  1967.  The  sale 
ffom  S  to  T  will  not  cause  section  47(a)  (1) 
to  apply. 

Edumple  (2).  Assume  the  same  facts  as 
in  example  ( 1 ) .  except  that  P.  S,  and  T 
continue  to  file  consolidated  returns 
through  1971  and  in  such  year  T  disposes 
of  the  property  to  Individual  A.  Section 
47(a)(1)  will  apply  to  the  group  and  any 
increase  in  tax  shall  be  added  to  the  tax 
liability  of  the  group.  For  the  purposes  of 
determining  the  actual  period  of  use  by 


T,  such  period  shall  Include  S's  period  of 
use. 

Example  (4).  Assume  the  same  facts  as 
in  example  (3)  .  except  that  T  files  a  separate 
return  in  1971.  A^in.  the  actual  periods 
of  use  by  S  and  T  will  be  combined  in 
applying  section  47.  If  the  disposition 
results  In  an  increase  in  tax  under  section 
47(a)(1),  such  additional  tax  shall  be  added 
to  the  separate  tax  liability  of  T. 

Example  (5).  Assume  the  same  facts  as 
in  example  (1),  except  that  in  1969,  P  sells 
all  the  stock  of  T  to  a  third  party.  Such 
sale  will  not  cause  section  47(a)  (1)  to  apply. 

§  I.I.702— I  C'.<>n*.oliduled  foreign  lax 
credit. 

(a)  In  general.  The  credit  under  sec¬ 
tion  901  for  taxes  paid  or  accrued  to  any 
foreign  country  or  possession  of  the 
United  States  shall  be  allowed  to  the 
group  only  if  the  common  parent  cor¬ 
poration  chooses  to  use  such  credit  in 
the  computation  of  the  tax  liability  of 
the  group  for  the  consolidated  return 
year.  If  this  choice  is  made,  no  deduc¬ 
tion  may  be  taken  on  the  consolidated  re¬ 
turn  for  such  taxes  paid  or  accrued  by 
any  member  of  the  group.  See  section 
275(a)(4). 

(b)  Limitation  effective  under  section 
904  (a)  for  the  group — (1)  Common  par¬ 
ent’s  limitation  effective  for  group.  The 
determination  of  whether  the  overall 
limitation  or  the  per-country  limitation 
applies  for  a  consolidated  return  year 
shall  be  made  by  reference  to  the  limita¬ 
tion  effective  with  respect  to  the  common 
parent  corporation  for  such  year.  If  the 
limitation  effective  with  respect  to  a 
member  for  its  immediately  preceding 
.separate  return  year  differs  from  the  lim¬ 
itation  effective  with  respect  to  the  com¬ 
mon  parent  corporation  for  the  consoli¬ 
dated  return  year,  then  such  member 
shall,  if  the  overall  limitation  is  effective 
with  respect  to  the  common  parent,  be 
deemed  to  have  made  an  election  to  use 
such  overall  limitation,  or,  if  the  per- 
country  limitation  is  effective  with  re¬ 
spect  to  the  common  parent,  be  deemed 
to  have  revoked  its  election  to  use  the 
overall  limitation.  Consent  of  the  Sec- 
retaiT  or  his  delegate  (if  otherwise  re¬ 
quired)  is  hereby  given  to  such  member 
for  such  election  or  revocation.  Any 
such  election  or  revocation  shall  apply 
only  prospectively  beginning  with  such 
con.solidated  return  year. 

( 2 )  Limitation  effective  for  subsequent 
years.  Tlie  limitation  effective  with  re¬ 
spect  to  a  member  for  the  last  year  for 
which  it  joins  in  the  filing  of  a  con¬ 
solidated  return  with  a  group  shall  re¬ 
main  in  effect  for  a  subsequent  sepa¬ 
rate  return  year  and  may  be  changed  by 
such  corporation  for  such  subsequent 
year  only  in  accordance  with  the  provi¬ 
sions  of  section  904(b)  (and  this  para¬ 
graph  if  it  joins  in  the  filing  of  a  con¬ 
solidated  return  with  another  group). 
Any  retroactive  change  in  the  limitation 
by  the  common  parent  corporation  for 
such  member's  last  consoMated  return 
year  shall  change  the  election  effective 
with  respect  to  such  member  for  such 
last  period.  Thus,  if  the  common  par¬ 
ent  (P)  elects  the  overall  limitation  with 
respect  to  calendar  year  1966,  such  elec¬ 
tion  would  be  effective  with  respect  to  its 


subsidiary  S  for  1966.  If  S  leaves  the 
group  at  the  beginning  of  calendar  year 
1967,  such  election  shall  be  effective  for 
1967  with  respect  to  S  (unless  S  re¬ 
vokes  such  election  for  1967  or  a  subse¬ 
quent  year  in  accordance  with  section  904 
(b),  or  this  paragraph  if  it  joins  in  the 
filing  of  a  consolidated  return  with  an¬ 
other  group).  However,  if  P  retroac¬ 
tively  changes  back  to  the  per-country 
limitation  with  respect  to  1966,  such 
limitation  would  be  effective  with  re¬ 
spect  to  S  for  1966  and  subsequent  years 
(unless  S  elects  the  overall  limitation  for 
any  such  subsequent  year) . 

(c)  Computation  of  consolidated  for¬ 
eign  tax  credit.  The  foreign  tax  credit 
for  the  consolidated  return  year  shall  b•^ 
determined  on  a  consolidated  basis  under 
the  principles  of  sections  901  through 
905  and  section  960.  For  example,  if  the 
per-country  limitation  applies  to  the 
consolidate  return  year,  taxes  paid  oi' 
accrued  for  such  year  (including  those 
deemed  paid  or  accrued  under  sections 
902  and  960  (a)  and  paragraph  (e)  of 
this  section)  to  each  foreign  country  or 
possession  by  the  members  of  the  group 
shall  be  aggregated.  If  the  overall  limi¬ 
tation  applies,  taxes  paid  or  accrued  for 
such  year  (including  those  deemed  paid 
or  accrued)  to  all  foreign  countries  and 
possessions  by  members  of  the  group 
shall  be  aggregated.  If  the  overall 
limitation  applies  and  a  member  of  the 
group  qualifies  as  a  Western  Hemisphere 
trade  corporation,  see  section  1503(b). 

(d)  Computation  of  limitation  on 
credit.  For  purposes  of  computing  the 
group’s  applicable  limitation  under  sec¬ 
tion  904(a),  the  following  rules  shall 
apply: 

(1)  Computation  of  taxable  income 
from  foreign  sources.  The  numerator  of 
the  applicable  limiting  fraction  under 
section  904(a)  shall  be  an  amount  (not 
in  excess  of  the  amount  determined  un¬ 
der  subparagraph  (2)  of  this  paragraph) 
equal  to  the  aggregate  of  the  separate 
taxable  incomes  of  the  members  from 
sources  within  each  foreign  country  or 
possession  of  the  United  States  (if  the 
per-country  limitation  is  applicable) .  or 
from  sources  without  the  United  States 
(if  the  overall  limitation  is  applicable), 
determined  under  S  1.1502-12,  adjusted 
for  the  following  items  taken  into  ac¬ 
count  in  the  computation  of  consolidated 
taxable  income: 

(i)  The  portion  of  the  consolidated  net 
operating  loss  deduction,  the  consoli¬ 
dated  charitable  contributions  deduc¬ 
tion,  the  consolidated  dividends  received 
deduction,  and  the  consolidated  section 
922  deduction,  attributable  to  such  for¬ 
eign  source  income; 

(il)  Any  such  foreign  source  net  capi¬ 
tal  gain  (determined  without  regard  to 
any  net  capital  loss  carryover) ; 

(iii)  Any  such  foreign  source  net 
capital  loss  and  section  1231  net  loss, 
reduced  by  the  piortion  of  the  consoli¬ 
dated  net  capital  loss  attributable  to 
such  foreign  source  loss;  and 

(iv)  The  portion  of  any  consolidated 
net  capital  loss  carryover  attributable 
to  such  foreign  source  income  which  is 
absorbed  in  the  taxable  year. 
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(2)  Computation  of  entire  taxable  in¬ 
come.  The  denominator  of  the  appli¬ 
cable  limiting  fraction  \mder  section 
904(a)  (that  is,  the  entire  taxable  In- 
ccMne  of  the  group)  shall  be  the  con¬ 
solidated  taxable  income  of  the  group 
computed  in  accordance  with  §  1.1502-11. 

(3)  Computation  of  tax  against  which 
credit  is  taken.  The  tax  against  which 
the  limiting  fraction  imder  section  904 
(a)  is  applied  shall  be  the  consolidated 
tax  liability  of  the  group  determined 
under  S  1.1502-2,  but  without  regard  to 
paragraphs  (b),  (c),  (d),  and  (j)  there¬ 
of,  and  without  regard  to  any  credit 
against  such  liability. 

(e)  Carryover  and  carryback  of  un¬ 
used  foreign  tax — (.1)  Allowance  of  un¬ 
used  foreign  tax  as  consolidated  carry¬ 
over  or  carryback.  The  aggregate  of  the 
consolidated  imused  foreign  tax  carry¬ 
overs  and  carrybacks  to  the  taxable  year, 
to  the  extent  absorbed  for  such  year 
under  the  principles  of  section  904(d), 
shall  be  deemed  to  be  paid  or  accrued 
to  a  foreign  country  or  possession  for 
such  year.  The  consolidated  unused 
foreign  tax  carryovers  and  carrybacks 
to  the  taxable  year  shall  consist  of  any 
consolidated  imused  foreign  tax,  plus 
any  unused  foreign  tax  of  members  for 
separate  return  years  of  such  members, 
which  may  be  carried  over  or  back  to  the 
taxable  year  under  the  principles  of  sec¬ 
tion  904  (d)  and  (e).  However,  such 
consolidated  carryovers  and  carrybacks 
shall  not  Include  any  consolidated  un¬ 
used  foreign  taxes  apportioned  to  a  cor¬ 
poration  for  a  separate  return  year  pur¬ 
suant  to  S  1.1502-79 (d)  and  shall  be 
subject  to  the  limitations  contained  in 
paragraphs  (f)  and  (g)  of  this  section. 
A  consolidated  unused  foreign  tax  Is  the 
excess  of  the  foreign  taxes  paid  or  ac¬ 
crued  by  the  group  (or  deemed  paid  or 
accrued  by  the  group,  other  than  by  rea¬ 
son  of  section  904(d) )  over  the  appli¬ 
cable  limitation  for  the  consolidated 
return  year. 

(2)  Absorption  rules.  For  purposes  of 
determining  the  amount,  if  any,  of  an 
unused  foreign  tax  (consolidated  or  sep¬ 
arate)  which  can  be  carried  to  a  taxable 
year  (consolidated  or  separate),  the 
amount  of  such  unused  tax  which  is  ab¬ 
sorbed  in  a  prior  consolidated  return 
year  under  section  904(d)  shall  be  de¬ 
termined  by — 

(1)  Applying  all  unused  foreign  taxes 
which  can  be  carried  to  such  prior  year 
in  the  order  of  the  taxable  years  in  which 
such  imused  taxes  arose,  beginning  with 
the  taxable  year  which  ends  earliest,  and 

(ii)  Applying  all  such  unused  taxes 
which  can  be  carried  to  such  prior  year 
from  taxable  years  ending  on  the  ssune 
date  on  a  pro  rata  basis. 

(f)  Limitation  on  unused  foreign  tax 
carryover  or  carryback  from  separate 
return  limitation  years — (1)  Gcnerol  rule. 
In  the  case  of  an  unused  foreign  tax  of  a 
member  of  the  group  arising  in  a  sepa¬ 
rate  return  limitation  year  (as  defined  in 
paragraph  (f)  of  8  1.1502-1)  of  such 
member,  the  amount  which  may  be  in¬ 
cluded  under  paragraph  (e)  of  this  sec¬ 
tion  (computed  without  regard  to  the 
limitation  contained  in  paragraph  (g) 
of  this  section)  shall  not  exceed  the 


amount  determined  under  subparagraph 
(2)  of  this  paragraph. 

(2)  Computation  of  limitation.  The 
amoimt  referred  to  In  subparagraph  (1) 
of  this  paragraph  with  respect  to  a  mem¬ 
ber  of  ^e  group  is  the  excess,  if  any,  of — 

(1)  The  section  904(a)  limitation  of 
the  group,  minus  such  limitation  recom¬ 
puted  by  excluding  the  items  of  income 
and  deduction  of  such  member,  over 

(ii)  The  siun  of  (a)  the  foreign  taxes 
paid  (or  deemed  paid,  other  than  by  rea¬ 
son  of  section  904(d))  by  such  member 
for  the  consolidated  return  year,  and 
(b)  the  unused  foreign  tax  attributable 
to  such  member  which  may  be  carried 
to  such  consolidated  return  year  arising 
in  taxable  years  ending  prior  to  the  par¬ 
ticular  separate  return  limitation  year. 

(g)  Limitation  on  unused  foreign  tax 
carryover  where  there  has  been  a  consol¬ 
idated  return  change  of  ownership — (1) 
General  rule.  If  a  consolidated  return 
change  of  ownership  (as  defined  in  para¬ 
graph  (g)  of  8  1.1502-1)  occurs  during 
the  taxable  year  or  an  earlier  taxable 
year,  the  amount  which  may  be  included 
under  paragraph  (e)  of  this  section  in 
the  consolidated  unused  foreign  tax 
carryovers  to  the  taxable  year  with  re¬ 
spect  to  the  aggregate  unused  credits 
attributable  to  the  old  members  of  the 
group  (as  defined  in  paragraph  (g)  (3) 
of  8  1.1502-1)  arising  in  taxable  years 
(consolidated  or  separate)  ending  on  the 
same  day  and  before  the  taxable  year 
in  which  the  consolidated  return  change 
of  ownership  occurred  shall  not  exceed 
the  amount  determined  under  subpara¬ 
graph  (2)  of  this  paragraph. 

(2)  Computation  of  limitation.  The 
amount  referred  to  in  subparagraph  (1) 
of  this  paragraph  shall  be  the  excess  of 
the  section  904(a)  limitation  of  the  group 
for  the  taxable  year,  recomputed  by  in¬ 
cluding  only  the  items  of  income  and 
deduction  of  the  old  members  of  the 
group,  over  the  sum  of — 

(i)  The  aggregate  foreign  taxes  paid 
(or  deemed  paid,  other  than  by  reason 
of  section  904(d))  by  the  old  members 
for  the  taxable  year,  and 

(11)  The  aggregate  unused  foreign  tax 
attributable  to  the  old  members  which 
can  be  carried  to  the  taxable  year  aris¬ 
ing  in  taxable  years  ending  prior  to  the 
particular  unused  foreign  tax  year  or 
years. 

(h)  Amount  of  credit  with  respect  to 
interest  income.  If  any  member  of  the 
group  has  interest  income  described  in 
section  904(f)  (2)  (for  a  year  for  which 
it  filed  on  a  consolidate  or  separate 
basis),  the  group’s  foreign  tax  credit 
with  respect  to  such  interest  shall  be 
computed  separately  in  accordance  with 
the  principles  of  section  904(f)  and  this 
section. 

(i)  [Reserved]  ' 

(J)  Examples.  The  provisions  of  this 
section  may  be  illustrated  by  the  follow¬ 
ing  examples: 

Example  (1).  Domestic  corporation  P  la 
IncorpcMated  on  January  1,  1960.  On  that 
same  day  It  also  Incorporates  domestic  cor¬ 
porations  S  and  T,  wholly  owned  subsidi¬ 
aries.  P,  8,  and  T  file  consolidated  returns 
for  1966  and  1967  on  the  basis  of  a  calendar 
year.  T  engages  In  business  solely  In  country 


A.  S  transacts  business  solely  In  countries 
A  and  B.  P  does  business  solely  in  the  United 
States.  During  1966  T  sold  an  item  of  In¬ 
ventory  to  P  at  a  profit  of  62,000.  Under 
f  1.1502-13  such  profit  is  deferred  and  none 
of  the  circumstances  of  restoration  contained 
In  paragraph  (d),  (e),  or  (f)  of  f  1.1502-13 
have  occurred  as  of  the  close  of  1966.  The 
taxable  income  for  1966  from  foreign  and 
United  States  sources,  and  the  foreign  taxes 
paid  on  such  foreign  income  are  as  follows: 


Corpo¬ 
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U.8. 
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$40.  nm 

:io.  (MX) 

20,  (MM) 

MO.  000 

T . 

tao.000 
10, 00(1 

$U00O 

0,000 

$10,000 

K.'ooo 
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Such  taxable  Income  was  c<unputed  by  tak¬ 
ing  Into  account  the  rules  provided  In 
I  1.1502-12.  Thus,  the  62,000  deferred  profit 
Is  not  Included  In  T’s  taxable  Income  for 
1966  (but  will  be  included  for  the  taxable 
year  for  which  one  of  the  events  specified 
In  paragraph  (d),  (e).  or  (f)  of  f  1.1502-13 
occurs).  The  consolidated  taxable  Income 
of  the  group  (computed  In  accordance  with 
I  1.1502-11)  U  680,000.  The  consolidated 
tax  liability  against  which  the  credit  may  be 
taken  (computed  In  accordance  with  para¬ 
graph  (d)(3)  of  this  section)  Is  631,900. 

(I)  Assuming  P  chooses  to  use  the  foreign 
taxes  paid  as  a  credit  and  the  group  Is  sub¬ 
ject  to  the  per-coimtry  limitation,  the  group 
may  take  as  a  credit  against  the  consolidated 
tax  liability  611.962.50  of  the  amount  paid 
to  country  A.  pl\u  the  63,000  paid  to  country 
B.  Such  amounts  are  computed  as  follows: 
The  aggregate  taxes  paid  to  country  A  of 
618.000  Is  limited  to  611.962.50  (  631.900  times 
630,000/680,000).  The  unused  foreign  tax 
with  respect  to  country  A  is  66,037.50  (  618.000 
less  611.962.50),  and  Is  a  consolidated  unused 
foreign  tax  which  shall  be  carried  to  the 
years  prescribed  by  section  904(d).  A  credit 
of  63.000  Is  available  with  respect  to  the  taxes 
paid  to  country  B  since  such  amount  Is  less 
than  the  limitation  of  63,987.50  (  631,900 
times  610.000/680.000) . 

(II)  Assuming  the  overall  limitation  is  In 
effect  for  the  taxable  year,  the  group  may 
take  615,950  as  a  credit,  computed  as  fol¬ 
lows:  The  aggregate  taxes  paid  to  all  foreign 
countries  of  621.000  Is  limited  to  615.950 
(631.900  times  640.000/680.000).  The  un¬ 
used  foreign  tax  Is  65,050  (  621,(XX)  less 
615.950),  and  Is  a  consolidated  unused  for¬ 
eign  tax  which  shall  be  carried  to  the  years 
prescribed  by  section  904(d) . 

Example  (2).  Assume  the  same  facts  as 
In  example  (1),  except  that  T  has  a  610,000 
long-term  capital  gain  (derived  from  a  sale 
to  a  nonmember  In  country  A)  and  P  has  a 
610,000  long-term  capital  loss  (derived  from 
a  sale  to  a  nonmember  In  the  United  States) . 
Notwithstanding  that  the  consolidated  net 
capital  gain  of  the  group  Is  zero,  T's  capital 
gain  shall  be  reflected  In  full  In  the  computa¬ 
tion  of  taxable  Income  from  foreign  sources. 

Example  (J).  Assume  the  same  facts  as 
In  example  (1),  except  that  the  group  had 
a  consolidated  section  172  deduction  of  68,000 
which  is  attributable  to  a  net  operating  loss 
sustained  by  T.  The  68,000  consolidated  net 
operating  loss  deduction  la  offset. against  T’s 
Income  from  country  A,  thus  reducing  T’s 
taxable  Income  from  country  A  to  612.000. 

§1.1502—5  Estimated  tax. 

(a)  General  rule — (1)  Consolidated 
estimated  tax.  If  a  group  files  a  con¬ 
solidated  return  for  two  consecutive  tax- 
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able  years,  it  shall  file  its  declaration  of 
estimated  tax  on  a  consolidated  basis 
for  each  subsequent  taxable  year,  until 
such  time  as  separate  returns  are  prop¬ 
erly  fUed  under  8  1.1502-75(c).  Until 
such  time,  the  group  shall  be  treated  as  a 
single  corporation  for  purposes  of  sec¬ 
tions  6016  and  6154  (relating  to  declara¬ 
tion  and  pasrment  of  estimated  tax  by 
corporations).  If  separate  returns  are 
filed  by  the  members  for  a  taxable  year, 
the  amount  of  any  estimated  tax  pay¬ 
ments  made  with  respect  to  a  con¬ 
solidated  declaration  of  estimated  tax  for 
such  year  shall  be  credited  against  the 
separate  tax  liabilities  of  the  members  in 
any  manner  designated  by  the  common 
parent  which  is  satisfactory  to  the  Com¬ 
missioner.  The  consolidated  declara¬ 
tion  of  estimated  tax  shall  be  filed,  and 
payments  shall  be  made,  to  the  district 
director  with  whom  the  common  parent 
would  file  a  separate  return,  A  state¬ 
ment  should  be  attached  to  the  declara¬ 
tion  setting  forth  the  name,  address, 
taxpayer  account  number,  and  district 
director  of  each  member. 

(2)  Estimated  tax  on  a  separate  basis. 
If  a  group  is  not  required  to  file  a  con¬ 
solidated  declaration  of  estimated  tax 
for  a  taxable  year,  then  each  member 
shall  be  treated  as  a  separate  corporation 
for  such  taxable  year  for  purposes  of 
sections  6016  and  6154,  except  as  other¬ 
wise  provided  in  section  243(b)  (3)  (C) 
(v) .  If  a  consolidated  return  is  filed  for 
such  year,  the  amount  of  any  estimated 
tax  payments  made  for  such  year  shall 
be  credited  against  the  tax  liability  of 
the  group. 

(b)  Additions  to  tax  for  failure  to  pay 
estimated  tax  under  section  6655 — (1) 
Consolidated  declaration  of  estimated 
tax  required  to  be  filed.  If  a  group  is 
required  to  file  a  consolidated  declara¬ 
tion  of  estimated  tax  for  the  taxable  year 
under  paragraph  (a)(1)  of  this  section, 
then — 

(i)  If  such  group  files  a  consolidated 
return  for  the  taxable  year,  it  shall  be 
limited  to  a  single  $100,000  exemption 
for  purposes  of  applying  section  6655  to 
payments  of  estimated  tax  for  such  year. 
For  purposes  of  section  6655(d)(1),  the 
“tax  shown  on  the  return"  shall  be  the 
tax  shown  on  the  consolidated  return 
for  the  preceding  taxable  year,  and  for 
purposes  of  section  6655(d)(2),  the 
“facts  shown  on  the  return”  shall  be  the 
facts  shown  on  the  consolidated  return 
for  the  preceding  taxable  year. 

(ii)  If  such  group  does  not  file  a  con¬ 
solidated  return  for  the  taxable  year, 
each  member  of  the  group  shall,  except 
as  otherwise  provided  in  section  243(b) 
(3)(C)(v),  be  entitled  to  a  separate 
$100,000  exemption  for  purposes  of  ap¬ 
plying  section  6655  to  payments  of  esti¬ 
mated  tax  for  such  year.  For  purposes 
of  section  6655(b)(2),  the  “amount,  if 
any.  of  the  installment  paid”  by  any 
member  shall  be  an  amoimt  apportioned 
to  such  member  in  a  manner  designated 
by  the  common  parent  which  is  satis¬ 
factory  to  the  Commissioner.  For  pur¬ 
poses  of  section  6655(d)(1),  the  “tax 
shown  on  the  return”  for  any  member 
shall  be  the  portion  of  the  tax  shown  on 
the  consolidated  return  for  the  preced¬ 


ing  year  allocable  to  such  member  under 
subparagraph  (3)  of  this  paragraph. 
For  purposes  of  section  6655(d)(2),  the 
“facts  shown  on  the  return”  shall  be  the 
facts  shown  on  the  consolidated  return 
for  the  preceding  year  and  the  tax  com¬ 
puted  imder  such  section  shall  be  allo¬ 
cated  under  the  rules  of  subparagraph 
(3)  of  this  paragraph. 

(2)  Separate  declaration  of  estimated 
tax.  If  the  members  of  a  group  are 
treated  as  separate  corporations  for  the 
taxable  year  under  paragraph  (a)  (2)  of 
this  section,  then,  except  as  otherwise 
provided  in  section  243(b)  (3)  (C)  (v), 
each  such  member  is  entitled  to  a  sepa¬ 
rate  $100,000  exemption  for  purposes  of 
applying  section  6655  to  payments  of 
estimated  tax  for  such  year,  whether  or 
not  the  group  files  a  consolidated  return 
for  such  year.  If  the  group  files  a  con¬ 
solidated  return  for  such  year,  then  for 
purposes  of  section  6655(b)  (1),  the  “tax 
shown  on  the  return”  for  any  member 
shall  be  the  portion  of  the  tax  shown  on 
the  consolidated  return  allocable  to  such 
member  under  subparagraph  (3)  of  this 
paragraph.  If  the  group  filed  a  con¬ 
solidated  return  for  the  preceding  tax¬ 
able  year,  then  for  punioses  of  section 
6655(d)(1),  the  “tax  shown  on  the  re¬ 
turn”  for  any  member  shall  be  the  por¬ 
tion  of  the  tax  shown  on  the  consolidated 
return  for  such  preceding  year  allocable 
to  such  member  imder  subparagraph  (3) 
of  this  paragraph.  For  purposes  of  sec¬ 
tion  6655(d)(2),  the  “facts  shown  on 
the  return”  shall  be  the  facts  shown  on 
the  consolidated  return  for  the  preced¬ 
ing  year  and  the  tax  computed  under 
such  section  shall  be  allocate  under  the 
rules  of  subparagraph  (3)  of  this  para¬ 
graph. 

(3)  Rules  for  allocation  of  consoli¬ 
dated  tax  liability.  For  purposes  of  sub- 
paragraphs  (1)  and  (2)  of  this  para¬ 
graph,  the  tax  shown  on  a  consolidated 
return  shall  be  allocated  to  the  members 
of  the  group  under  the  method  which 
the  group  has  elected  pursuant  to  sec¬ 
tion  1552. 

(c)  Examples.  The  provisions  of  this 
section  may  be  illustrated  by  the  follow¬ 
ing  examples: 

Example  (i).  Corporations  P  and  S-1  file 
a  consolidated  return  for  the  first  time  for 
calendar  year  1966.  P  and  S-1  also  file  con¬ 
solidated  returns  for  1967  and  1968.  For 
1966  and  1967  P  and  S-1  may  file  separate 
declarations  of  estimated  tax,  and  they  are 
entitled  to  separate  flOO.OUO  exemptions. 
For  1968,  however,  the  group  must  compute 
Its  estimated  tax  on  a  comtolldated  basis, 
and  It  is  limited  to  a  single  $100,000  exemp¬ 
tion.  In  determining  whether  P  and  S-l 
come  within  the  exception  provided  In  sec¬ 
tion  6665(d)(1)  for  1968,  the  “tax  shown  on 
the  return"  Is  the  tax  shown  on  the  consoli¬ 
dated  return  for  1967. 

Example  (2).  Assume  the  same  facts  as 
in  example  (1).  Assume  further  that  cor¬ 
poration  S-2  was  a  member  of  the  group 
during  1967,  and  Joined  In  the  filing  of  the 
consolidated  return  for  such  year,  but  ceased 
to  be  a  member  of  the  group  on  September  15. 
1968.  In  determining  whether  the  group 
(which  no  longer  Includes  8-2)  comes  with¬ 
in  the  exception  provided  In  section  665S(d) 
(1)  for  1968.  the  "tax  shown  on  the  return” 
Is  the  tax  shown  on  the  conscdldated  return 
for  1967. 


Example  (3).  ‘Assume  the  same  facts  as 
In  example  (1).  Assume  further  that  cor¬ 
poration  S-2  becomes  a  member  of  the  group 
on  June  1,  1968,  and  Joins  In  the  filing  of 
the  consolidated  return  for  19C8.  In  de¬ 
termining  whether  the  group  (which  now  In¬ 
cludes  S-2)  comes  within  the  exception  pro¬ 
vided  In  section  6655(d)(1)  for  1968,  the 
“tax  shown  on  the  return"  Is  the  tax  shown 
on  the  consolidated  return  for  1967.  Any 
tax  of  S-2  for  any  separate  return  year  Is 
not  included  as  a  part  of  the  “tax  shown  on 
the  return"  for  purposes  of  applying  section 
6656(d)(1). 

Example  (4).  Corporations  X  and  Y  filed 
consolidated  returns  for  the  calendar  years 
1966  and  1967  and  separate  returns  for 
1968.  X  and  Y  are  each  entitled  to  a  sep¬ 
arate  $100,000  exemption  tor  1968  for  pur¬ 
poses  of  applying  section  6655.  In  deter¬ 
mining  whether  X  or  Y  comes  within  the 
exception  provided  in  section  6665(d)(1)  tor 
1968,  the  “tax  shown  on  the  return"  Is  the 
amount  of  tax  shown  on  the  consolidated 
return  for  1967  allocable  to  X  and  to  Y  In 
accordance  with  paragraph  (b)(3)  of  this 
section. 

§  1.1502—6  Liability  for  tax. 

(a)  Several  liability  of  members  of 
group.  Except  as  provided  in  paragraph 

(b)  of  this  section,  the  common  parent 
corporation  and  each  subsidiary  which 
was  a  member  of  the  group  during  any 
part  of  the  consolidated  return  year  shall 
be  severally  liable  for  the  tax  for  such 
year  ccmiputed  in  accordance  with  the 
regulations  under  section  1502  prescribed 
on  or  before  the  due  date  (not  including 
extensions  of  time)  for  the  filing  of  the 
consolidated  return  for  such  year. 

(b)  Liability  of  subsidiary  after  with¬ 
drawal.  If  a  subsidiary  has  ceased  to 
be  a  member  of  the  group  and  if  such 
cessation  resulted  from  a  bona  fide  sale 
or  exchange  of  Its  stock  for  fair  value 
and  occurred  prior  to  the  date  upon 
which  any  deficiency  is  assessed,  the  dis¬ 
trict  director  may.  if  he  believes  that  the 
assessment  or  collection  of  the  balance 
of  the  deficiency  will  not  be  Jeopardized, 
make  assessment  and  collection  of  such 
deficiency  from  such  former  subsidiary 
in  an  amount  not  exceeding  the  portion 
of  such  deficiency  which  the  district  di¬ 
rector  may  determine  to  be  allocable  to 
it.  If  the  district  director  makes  assess¬ 
ment  and  collection  of  any  part  of  a  de¬ 
ficiency  from  such  former  subsidiary, 
then  for  purposes  of  any  credit  or  re¬ 
fund  of  the  amount  collected  from  such 
former  subsidiary  the  agency  of  the 
common  parent  under  the  provisions  of 
8  1.1502-77  shall  not  apply. 

(c)  Effect  of  intercompany  agree¬ 
ments.  No  agreement  entered  into  by 
one  or  more  members  of  the  group  with 
any  other  member  of  such  group  or  with 
any  other  person  shall  in  any  case  have 
the  effect  of  reducing  the  liability  pre¬ 
scribed  under  this  section. 

§§  1.1502-7  to  1.1502-10  [Reserved] 

Computation  op  Consolidatkd  Taxable 
Income 

§  1.1502—11  Consolidated  taxable  in¬ 
come. 

The  consolidated  taxable  income  for 
a  consolidated  return  year  shall  be  de¬ 
termined  by  taking  into  account — 

(a)  The  separate  taxable  income  of 
each  member  of  the  group  (see  8  1.1502- 
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12  for  the  computation  of  separate  tax¬ 
able  income)  ; 

(b/  Any  conaolidated  net  (9eratin«r 
loss  deduction  (see  1 1.1502-21  for  the 
computation  of  the  consolidated  net  op¬ 
erating  loss  deduction); 

<c)  Any  consolidated  net  capital  gain 
(see  i  1.1502-22  for  the  computation  of 
the  consolidated  net  capiul  gain) ; 

(d)  Any  consolidated  section  1231  net 
loss  (see  1 1.1502-23  for  the  ccxnputation 
of  the  consolidated  section  1231  net  loss) ; 

(e)  Any  consolidated  (diarltable  eon- 
tributions  deduction  (see  §  1.1502-24  for 
the  computation  of  the  consolidated 
charitable  contributions  deduction) ; 

(f)  Any  consolidated  sectlim  922  de¬ 
duction  (see  S  1.1502-25  far  the  compu¬ 
tation  of  the  consolidated  section  922 
deduction) ; 

(g)  Any  consolidated  dividends  re¬ 
ceived  deduction  (see  S  1.1502-26  for  the 
computation  of  the  (x>nsolidated  divi¬ 
dends  received  deduction) and 

(h)  Any  consolidated  section  247 
deduction  (see  8  1.1502-27  for  the  com¬ 
putation  of  the  consolidated  section  247 
deduction) . 

Computation  or  Sxpaxatk  Taxaslx 

INCOMK 

§  1.1502-12  Separate  taxable  income. 

The  separate  taxable  ln<^ome  of  a  mem¬ 
ber  of  a  group  shall  be  computed  in 
accordance  with  the  provisions  covering 
the  determination  of  taxable  Income  of 
separate  corporations  except  that — 

(a)  Transactions  between  members 
and  transactions  with  respect  to  stock, 
bonds,  or  oUier  obligations  of  members 
Shan  be  reflected  according  to  the  pro¬ 
visions  of  88  1.1502-13  and  1.1502-14; 

(b)  Any  deduction  which  is  disallowed 
luider  8  1.1502-15  shall  be  taken  Into  ac¬ 
count  as  provided  in  that  section; 

(c)  The  deduction  aUowable  under 
section  615  shaU  be  taken  into  account 
to  the  extent  provided  In  8  1.1502-16; 

*  (d)  The  method  of  accounting  under 
which  such  computation  is  made  and  the 
adjustments  to  be  made  because  of  any 
change  in  method  of  accounting  shall  be 
determined  under  8  1.1502-17; 

(e)  Inventory  adjustments  shall  be 
made  as  provided  in  8  1.1502-18; 

(f)  Any  amount  included  in  Income 
under  8  1.1502-19  shall  be  taken  into 
account; 

(g)  In  the  computation  of  the  deduc¬ 
tion  under  section  167,  property  shall  not 
lose  Its  character  as  new  property  as  a 
result  of  a  transfer  from  one  member 
of  the  group  to  another  member  during 
a  consolidated  return  year; 

(h)  No  net  operating  loss  deduction 
shall  be  taken  into  account; 

(i)  [Reserved] 

(J)  No  (capital  gains  or  losses  shall  be 
taken  into  accoimt; 

(k)  No  gains  and  losses  subject  to  sec¬ 
tion  1231  shall  be  taken  into  account; 

(l)  No  deduction  under  section  170 
with  respect  to  charitable  contributions 
shall  be  taken  into  accoimt; 

(m)  No  deduction  under  section  922 
<  relating  to  the  deduction  for  Western 
Hemisphere  trade  corporations)  shall  be 
taken  into  account; 


(n)  No  deductions  under  section  243 
'(a)(1).  244(a).  245,  or  247  (relating  to 
deductions  with  respect  to  dividends 
received  and  dividends  paid)  shall  be 
taken  into  account;  and 

(o)  Basis  shall  be  determined  under 
88  1.1502-31  and  1.1502-32.  and  earnings 
and  proflts  shsdl  be  determined  under 
8  1.1502-33.  The  term  “separate  taxable 
income”  shall  Include  a  ease  in  which  the 
determination  under  this  section  results 
in  an  excess  of  deductions  over  gross 
Income. 

S  1.1502—13  Intercompany  transactions. 

(a)  Definitions.  For  purposes  of 
88  1.1502-1  through  1.1502-80— 

(1)  ‘‘Intercompany  transaction.”  (i) 
Except  as  provided  in  subdivision  (U)  of 
this  subparagraph,  the  term  “inter¬ 
company  transaction”  means  a  trans¬ 
action  during  a  conaolidated  return 
year  between  corporations  which  are 
members  of  the  same  group  immediately 
after  such  transaction.  Thus,  for  ex¬ 
ample,  an  intercompany  transaction 
would  include  a  sale  of  property  by  one 
member  of  a  group  (hereinafter  referred 
to  as  the  “selling  member”)  to  another 
member  of  the  saune  group  (“purchasing 
member”),  the  performance  of  services 
by  one  member  of  a  group  (“selling 
member”)  for  amother  member  of  the 
saune  group  (“purchasing  member”),  or 
the  paiyment  of  interest  by  one  member 
of  a  group  (“purchasing  member”)  to 
auiother  member  of  the  saune  group 
(“selling  member”),  during  a  consoli¬ 
dated  return  yeaur. 

(U)  The  term  "intercompamy  trauisau:- 
tion”  does  not  include  a  distribution  by 
one  member  of  a  group  to  auiother  mem¬ 
ber  of  the  saune  group  with  respect  to  the 
distributing  member’s  stock,  or  a  contri¬ 
bution  to  capltad  on  which  no  gain  is 
realized.  Thus,  for  exaunple,  dividend 
distributions,  reiiemptions.  auid  liquida¬ 
tions  are  not  intercompamy  transactions. 
The  term  idso  does  not  include  sales  and 
other  dispositions  of.  and  batd  debts  with 
respect- to,  obligations  of  other  members 
of  the  group.  See  8  1.1502-14.  relating 
to  amounts  received  with  respect  to  stock, 
bonds,  or  other  obligations  of  a  member 
of  the  group. 

(2)  ‘‘Deferred  intercompany  trans¬ 
action".  The  term  “deferred  intercom¬ 
pany  transau^tion”  means — 

(i)  The  sale  or  exchamge  of  property, 

(ii)  The  performamce  of  services  in  a 
ca^e  where  the  aunount  of  the  expendi¬ 
ture  for  such  services  is  capitadized  (for 
example,  a  builder’s  fee,  architect’s  fee, 
or  other  similar  cost  which  is  included  in 
the  bitfis  of  property),  or 

(ill)  Any  other  expenditure  in  a  cause 
where  the  aunount  of  the  expenditure  is 
caq>ltaUlzed  (for  exaunple,  prepaid  rent, 
or  Interest  which  is  included  in  the  bcuis 
of  property) ,  in  am  Intercompamy  trams- 
austion. 

(b)  Treatment  of  intercompany  trans¬ 
actions  other  than  deferred  intercom¬ 
pany  transactions — (1)  General  rule. 
Oadn  or  loss  on  intercompamy  tramsau:- 
tions  (other  than  deferred  lnter<x>mpamy 
trauisaustlons)  shadl  not  be  deferred  or 
eUndnated.  Thus,  for  exaunple,  if,  dur¬ 
ing  a  consolidated  return  yearn,  a  pur- 


fhaslng  member  maikes  am  Interest  paiy- 
ment  (m  an  indebtedness  to  a  selling 
member  in  am  interoompauiy  transaction, 
the  purchasing  member  shall  tadee  the 
deduction  for  Interest  into  aM:count  and 
the  adllng  member  shadl  take  the  inter¬ 
est  income  into  account. 

(2)  Special  rule.  If,  in  am  intercom¬ 
pamy  transaction  (other  tham  a  deferred 
intercompamy  transaction) .  one  member 
would  otherwise  properly  taJee  an  item 
of  income  or  a  deduction  into  account  for 
a  consolidated  return  yeaur  eaurller  tham 
the  year  (whether  consolidated  or  sepa¬ 
rate)  for  which  another  member  of  the 
group  can  properly  taike  into  account  the 
corresponding  item  of  Incmne  or  de¬ 
duction.  then  both  the  Iton  of  income 
and  the  deduction  shall  be  taiken  into 
account  for  the  lader  yeaur  (whether  con¬ 
solidated  or  sepaurate).  On  the  other 
hand,  if  one  member  pn^^erly  takes  am 
item  of  income  or  a  deduction  into  ac¬ 
count  for  a  sepauwte  return  yeaur  eau-lier 
tham  the  c(xi8olidated  return  3^eaur  for 
which  the  other  member  cam  properly 
take  into  account  the  corresponding 
item  of  income  or  deduction,  then  such 
other  member  shall  taJu  the  correspond¬ 
ing  deduction  or  item  of  income  into  ac¬ 
count  for  such  latter  consolidated  return 
year. 

(c)  Deferral  of  gaiH  or  loss  on  deferred 
intercompany  transactions — (1)  General 
rule,  (i)  To  the  extent  gatin  or  kiss  on 
a  deferred  intercompamy  tramsaction  is 
recogniaed  under  the  Code  for  a  consoli¬ 
dated  return  yeaur,  such  gain  or  loss  shatll 
be  deferred  by  the  selling  member  (here- 
inaifter  referred  to  ats  “deferred  gatin  or 
loss”) . 

(li)  The  following  rules  atpply  with  re¬ 
spect  to  the  deferratl  of  gat^  or  loss  on 
deferred  intercompamy  tramsactions: 

(a)  The  selling  member  may  not  re¬ 
port  gatin  on  the  Instatllment  method  un¬ 
der  section  453 ; 

(b)  A  selling  member  shatll  tatke  into 
account  the  gatin  or  loss  on  a  deferred 
intercompamy  tramsaction  in  atccordamce 
with  the  provisions  of  paratgratphs  (d), 
(e).  amd  (f)  of  this  section,  notwith¬ 
standing  that  such  selling  member,  under 
its  method  of  accounting,  would  not 
otherwise  recognize  such  gatin  or  loss 
until  a  later  taxable  year.  Thus,  for 
exaunple,  a  selling  member  must  tatke  into 
account  its  gatin  on  a  deferred  intercom¬ 
pany  transaction  for  the  first  taxable 
year  for  which  the  purchatsing  member 
is  atllowed  a  deduction  for  depreciation 
with  reqject  to  the  property  involved, 
even  though  the  selling  member,  under 
its  method  of  accounting,  would  not 
otherwise  re<X)gniae  such  gatin  until  a 
later  tatxable  year. 

(ill)  See  paragraphs  (d).  (e),  and  (f) 
of  this  section,  relating  to  the  time  and 
mamner  of  restoring  deferred  gain  or 
loss.  See  paratgraph  (a)  of  8  1.1502-31, 
relating  to  batsis  of  property  acquired  in 
a  deferred  intercompany  tramsaction. 

(2)  Determination  of  amount  of  de¬ 
ferred  gain  or  loss.  In  determining  the 
aunount  of  deferred  gain  or  loss,  the  cost 
of  property,  services,  or  any  other  ex- 
peridlture  shatll  Include  both  direct  costs 
and  indtreet  costs  which  are  properly 
includible  in  the  cost  of  g<xxls  sold  or 
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cost  of  the  services  or  other  expenditure. 
See  S  1.471-3  for  costs  properly  includ¬ 
ible  in  cost  of  goods  sold. 

(3)  Election  not  to  defer.  A  group 
may  elect  with  the  consent  of  the  Cmn- 
missioner  not  to  defer  gain  or  loss  on  any 
deferred  intercompany  transactions  with 
respect  to  all  property  or  any  class  or 
classes  of  property.  Applications  for 
such  consent  must  be  filed  with  the  Com¬ 
missioner  of  Internal  Revenue,  Washing¬ 
ton,  D.C.  20224,  on  or  before  the  due  date 
of  the  consolidated  return  (not  includ¬ 
ing  extensions  of  time)  for  the  taxable 
year  to  which  the  election  is  to  apply. 
An  election  under  this  subparagraph 
shall,  unless  revoked  with  the  consent  of 
the  Commissioner,  apply  to  all  members 
of  the  group  for  the  consolidated  return 
year  for  which  made  and  all  subsequent 
consolidated  return  years  ending  prior  to 
the  first  year  for  which  such  group  does 
not  file  a  consolidated  return. 

(4)  Character  and  source  of  deferred 
gain  or  loss.  (1)  Except  as  provided  in 
subdivision  (ii)  of  this  subparagraph,  the 
character  and  source  of  deferred  gain  or 
loss  on  a  deferred  intercompany  trans¬ 
action  shall  be  determined  at  the  time 
of  the  deferred  intercompany  transac¬ 
tion  as  if  such  transaction  had  not  oc¬ 
curred  during  a  consolidated  return  year. 

(il)  Deferred  gain  or  loss  taken  into 
account  by  the  selling  member  under 
paragraph  (d)(1)  of  this  section,  or  (as 
a  result  of  abandonment)  under  para¬ 
graph  (f)  of  this  section,  shall  be  treated 
as  ordinary  income  or  loss. 

(5)  Accounting  for  deferred  gain  or 
loss.  The  amount  of  deferred  gain  or 
loss  shall  be  reflected  on  permanent  rec¬ 
ords  (including  work  papers).  Prom 
such  permanent  records  the  group  must 
be  able  to  Identify  the  character  and 
source  of  the  deferred  gain  or  loss  to  the 
selling  member,  and  must  be  able  to  ap¬ 
ply  the  restoration  rules  of  paragraphs 
(d> ,  (e) ,  and  (f )  of  this  section. 

(6)  Inheritance  of  deferred  gain  or 
loss.  If  the  assets  of  a  selling  member 
are  acquired  by  one  or  more  other  mem¬ 
bers  in  an  acquisition  to  which  section 
381(a)  applies,  the  member  acquiring 
the  greatest  portion  of  the  assets  (meas¬ 
ured  by  fair  market  value)  of  the  selling 
member  shall  be  subject  to  the  provisions 
of  paragraphs  (d),  (e),  and  (f)  of  this 
section  with  respect  to  the  entire  re¬ 
maining  balance  of  the  deferred  gain  or 
loss.  If  two  or  more  members  acquire 
the  same  portion  (which  is  greater  than 
that  acquired  by  any  other  members), 
the  common  parent  shall  select  which 
such  member  shall  be  subject  to  the  pro¬ 
visions  of  paragraphs  (d),  (e),  and  (f) 
of  this  section.  For  purposes  of  Uiis  sec¬ 
tion,  a  member  which  inherits  the  bal¬ 
ance  of  the  deferred  gain  or  loss  imder 
this  subparagraph  shall  be  treated  as  the 
selling  member. 

(d)  Restoration  of  deferred  gain  or 
loss  for  property  subject  to  depreciation, 
amortization,  or  depletion — (1)  General 
rule,  (i)  If  property  (including  a  cap¬ 
italized  expenditure  for  services,  or  any 
other  capitalized  expenditure)  acquired 
in  a  deferred  intercompany  transaction 
is.  in  the  hands  of  any  member  of  the 
group,  subject  to  depreciation,  amortiza¬ 


tion,  or  depletion,  then,  for  each  taxable 
year  (whether  consolidated  or  separate)* 
for  which  a  depreciation,  amortization, 
or  depletion  deduction  is  allowed  to  any 
member  of  the  group  with  respect  to 
such  property,  a  portion  (as  determined 
under  subdivision  (11)  of  this,  subpara¬ 
graph)  of  the  deferred  gain  or  loss 
attributable  to  such  property  shall  be 
taken  into  account  by  the  selling 
member. 

(ii)  The  portion  of  the  deferred  gain 
or  loss  attributable  to  any  property 
which  shall  be  taken  into  account  by  the 
selling  member  shall  be  an  amount 
equal  to — 

(a)  The  amount  of  gain  or  loss  de¬ 
ferred  by  the  selling  member  at  the  time 
of  the  deferred  intercompany  transac¬ 
tion  (and  if  a  member  has  transferred 
the  property  to  another  member  of  the 
group,  the  remaining  balance  at  the 
time  of  such  transfer) ,  multiplied  by 

(b)  A  fraction,  the  numerator  of 
which  is  the  amount  of  the  depreciation, 
amortization,  or  depletion  deduction 
with  respect  to  such  property  allowed  to 
any  member  of  the  group  for  the  year 
(whether  consolidated  or  separate) ,  and 
the  denominator  of  which  is  the  depre¬ 
ciable  basis  (i.e.,  basis  reduced  by  sal¬ 
vage  value  required  to  be  taken  into 
account,  if  any)  of  such  property  in  the 
hands  of  such  member  immediately  after 
such  property  was  transferred  to  such 
member. 

(2)  Multiple  asset  accounts.  In  the 
case  of  property  contained  in  a  multiple 
asset  account  (or  in  single  asset  accoimts 
for  which  an  average  rate  is  used),  for 
purposes  of  subparagraph  (l)(il)(b)  of 
this  paragraph  the  depreciation  deduc¬ 
tion  allowed  for  a  particular  taxable 
year  shall  be  determined  by  reference  to 
the  rate  and  method  of  depreciation 
applied  to  such  multiple  asset  accoimt 
(or  average  rate  and  method  of  depreci¬ 
ation  applied  to  such  single  asset  ac¬ 
counts).  Thus,  if  property  with  an 
estimated  useful  life  of  3  years  is  placed 
in  a  multiple  asset  account  which  is  de¬ 
preciated  on  the  straight-line  method  at 
a  rate  of  20  percent,  the  depreciation  de¬ 
duction  allowed  for  each  taxable  year 
shall  be  assumed  to  be  20  percent  of  the 
basis  of  such  property  (r^uced  by  the 
salvage  value  taken  into  account). 

(3)  Reduction  or  deferred  gain  or  loss. 
The  deferred  gain  or  loss  shall  be  re¬ 
duced  by  the  amount  taken  into  account 
by  the  selling  member  imder  subpara¬ 
graph  (1)  of  this  paragraph.  If  the 
deferred  gain  includes  any  ordinary  in¬ 
come,  the  reduction  shall  first  be  applied 
against  the  ordinary  income.  Thus,  for 
example,  if  the  selling  member  has  de¬ 
ferred  gain  of  $100,  of  which  $70  is  capi¬ 
tal  ga^  and  $30  is  ordinary  income,  the 
first  $30  taken  into  account  by  the  selling 
member  under  subparagraph  (1)  of  this 
paragraph  shall  be  applied  against  the 
ordinary  income,  and  any  additional 
amounts  so  taken  into  account  shall  be 
applied  against  the  capital  gain. 

(e)  Restoration  of  deferred  gain  or 
loss  for  installment  c^ligations  and 
sales — ( 1 )  Installment  obligations.  If  an 
installment  obligation  (within  the  mean¬ 
ing  of  section  453(d))  Is  transfened  in 


a  deferred  intercompany  transaction, 
then  on  each  date  on  which  the  obliga¬ 
tion  is  satisfied  the  selling  member  shall 
take  into  account  an  amount  equal  to 
the  deferred  gain  or  loss  on  such  trans¬ 
fer,  multiplied  by  a  fraction,  the  numer¬ 
ator  of  which  is  the  portion  of  such 
obligation  satisfied  on  such  date,  and  the 
denominator  of  which  is  the  aggregate 
unpaid  installments  immediately  after 
the  deferred  intercompany  transaction. 

(2)  Installment  sales.  If — 

(i)  Property  acquired  in  a  deferred 
intercompany  transaction  is  disposed  of 
outside  the  group,  and 

(il)  The  purchasing  member- vendor 
reports  its  income  on  the  installment 
method  under  section  453, 

then  on  each  date  on  which  the  purchas¬ 
ing  member-vendor  receives  an  install¬ 
ment  payment  the  selling  member  shall 
take  into  account  an  amount  equal  to 
the  deferred  gain  or  loss  attributable  to 
such  property  (after  taking  into  account 
any  prior  reductions  under  paragraph 

(d)  (4)  of  this  section)  multiplied  by  a 
fraction,  the  numerator  of  which  is  the 
installment  payment  received  and  the 
denominator  of  which  is  the  total  con¬ 
tract  price. 

(3)  Reduction  of  deferred  gain  or  loss. 
The  deferred  gain  or  loss  shall  be  re¬ 
duced  by  the  amount  taken  into  account 
by  the  selling  member  under  subpara¬ 
graph  (1)  or  (2)  of  this  paragraph.  If 
the  deferred  gain  includes  any  ordinary 
income,  the  reduction  shall  first  be  ap¬ 
plied  against  the  ordinary  income. 

(f)  Restoration  of  deferred  gain  or 
loss  on  dispositions,  etc. — (1)  General 
rule.  The  ronaining  balance  (after 
taking  into  account  any  prior  reduc¬ 
tions  under  paragraphs  (d)  (4)  and 

(e)  (3)  of  this  section)  of  the  deferred 

gain  or  loss  attributable  to  property, 
services,  or  other  expenditure  shall  be 
taken  into  account  by  the  selling  mem¬ 
ber  as  of  the  earliest  of  the  following 
dates:  * 

(i)  The  date  on  which  such  property 
is  disposed  of  outside  the  group  (in¬ 
cluding  abandoned)  other  than  in  a 
transaction  described  in  paragraph  (e) 
(2)  of  this  section  (but  not  including  a 
normal  retirement,  as  defined  in  para¬ 
graph  (b)  of  S  1.167(a)-8,  from  an  aver¬ 
age-life  multiple  asset  account  or  fnnn 
a  single  asset  account  for  which  an  aver¬ 
age  rate  is  used).  If  such  property  is 
of  a  kind  which  would  properly  be  in¬ 
cluded  in  the  Inventory  of  a  member  if 
on  hand  at  the  close  of  its  taxable  year, 
such  member  shall  determine  whether 
or  not  such  item  of  property  has  been 
disposed  of  outside  the  group  by  ref¬ 
erence  to  its  method  of  Inventory  iden¬ 
tification  (e.g.,  first-in,  first-out,  last-in, 
first-out,  or  specific  Identification) ; 

(il)  In  the  case  of  a  transactiem  de¬ 
scribed  in  paragraph  (e)  (2)  of  this  sec- 
tlrni,  the  date  cm  which  the  installment 
debt  is  written  off,  satisfied,  discharged, 
or  disposed  of  outside  the  group  or  ^e 
property  sold  is  repossessed  (except  as 
provided  in  section  1038),  whichever 
occurs  earliest; 

(ill)  Immediately  preceding  the  time 
when  either  the  selling  member  or  the 
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member  which  owns  the  property 
ceases  to  be  a  member  of  the  group; 

(Iv)  In  the  case  of  pnverty  which  is 
stock  in  trade  or  other  property  (rf  a 
kind  which  would  be  properly  included 
in  inventory  of  the  member  which  owns 
the  property  if  on  hand  at  the  close  of 
such  member's  taxable  year,  or  held  pri¬ 
marily  for  sale  to  customers  in  the 
ordinary  course  such  member’s  trade 
or  business,  the  first  day  of  the  first 
separate  return  year  of  the  selling  mem¬ 
ber  or  the  member  which  owns  the 
property: 

(V)  In  the  case  of  an  obligation  (other 
than  an  obligation  of  a  member  of  the 
group),  the  date  on  which  such  obliga¬ 
tion  is  satisfied  or  becomes  worthless; 

(vi)  In  the  case  of  stock,  the  date  on 
which  such  stock  is  redeemed  (whether 
or  not  it  is  canceled,  retired,  or  held  as 
treasury  stock)  or  becomes  worthless. 

(vll)  If  consolidated  returns  are  filed 
by  the  group  for  fewer  than  three  con¬ 
secutive  taxable  years  immediately  pre¬ 
ceding  a  separate  return  year  of  the  com¬ 
mon  parent,  the  first  day  of  such  separate 
return  year;  or 

(vili)  In  the  case  of  inventory,  the 
date  on  which  its  value  is  written  down 
to  market  (if  the  lower-of-cost-or-mar- 
ket  method  is  used  by  the  purchaser), 
but  only  to  the  extent  of  such  write¬ 
down. 

(2)  Exception.  Subparagraph  (1) 
(lii)  of  this  paragraph  shall  not  apply 
in  a  case  where — 

(i)  The  selling  member,  or  the  mem¬ 
ber  which  owns  the  property  as  the 
case  may  be,  ceases  to  be  a  member  of 
the  group  by  reason  of  an  acquisition  to 
which  section  381(a)  iq;>plles,  and  the 
acquiring  corporation  is  a  member,  or 

(ii)  The  group  is  terminated,  and  im¬ 
mediately  after  such  termination  the 
corporation  which  was  the  common  par¬ 
ent  owns  the  property  involved  and  is 
the  selling  member  or  is  treated  as  the 
selling  member  under  paragraph  (c)  (6) 
of  this  section. 

Paragraphs  (d)  and  (e)  of  this  section 
and  this  paragraph  shall  apply  to  such 
selling  member.  Thus,  for  example,  sub- 
paragraph  (l)(lii)  of  this  paragriq>h 
shall  not  apply  in  a  case  where  corpora¬ 
tion  P,  the  common  parent  of  a  group 
consisting  of  P  and  corporations  S  and 
T.  sells  an  asset  to  S  in  a  deferred  inter¬ 
company  transaction,  and  subsequently 
all  of  the  assets  of  8  are  distributed  to  P 
in  complete  liquidation  of  8.  Moreover, 
if.  after  the  liquidation  of  8,  P  sold  T, 
subparagrairfi  (1)(111)  of  this  paragraph 
would  not  apply  even  though  P  ceases  to 
be  a  member  of  the  group. 

(3)  Certain  divestitures.  If,  pursuant 
to  a  final  Judgment  or  a  final  order  of  a 
court  or  an  agency  of  the  Federal  or  a 
State  government,  any  member  or  mem¬ 
bers  are  required  to  divest  themselves  of 
control  of  any  other  member  and,  as  a 
result,  any  member  ceases  to  be  a  mem¬ 
ber,  the  Commissioner  may  enter  into  a 
closing  agreement  under  section  7121 
with  the  group.  8uch  closing  agreement 
may  provide  that  any  deferred  gain  or 
loss  which  would  otherwise  be  taken  into 
accoimt  imder  subparagraph  (l)(iil)  of 


this  paragraph  shall  instead  be  taken 
into  account  over  an  appnqjriate  period 
of  time  related  to  the  period  of  time 
within  which  the  deferred  income  would 
have  been  taken  into  account  had  the 
dlvestitare  not  taken  place,  but  not  in 
excess  of  10  years.  Ordinarily,  applica¬ 
tion  for  such  closing  agreement  will  not 
be  granted  where  such  divestiture  is  oc¬ 
casioned  by  the  acquisition  after  August 
31.  1966,  of  control  of  a  corporation  or 
of  assets.  In  no  event  will  any  such  ap¬ 
plication  be  granted  unless  the  group 
establishes  to  the  satisfaction  of  the 
Cmnmissioner  that  the  collection  of  the 
tax  liability  attributable  to  any  deferred 
gain  will  not  be  jeopardized  by  the  delay. 

(g)  Holding  period.  In  determining 
the  period  for  which  a  purchasing  mem¬ 
ber  has  held  property  acquired  in  a  de¬ 
ferred  intercompany  transaction,  the 
period  such  property  was  held  by  the 
selling  member  shall  not  be  included. 

(h)  Examples.  This  section  may  be 
illustrated  by  the  following  examples: 

Example  (1).  (1)  Corporations  P  and  8 

file  oonaolidated  returns  on  a  calendar  year 
basis.  On  January  10,  lOSS,  S  sells  land, 
which  It  has  used  In  Its  trade  or  business,  to 
P  for  $100,000.  Inunediately  before  the  sale 
the  basis  of  the  land  In  S's  hands  Is  $60,000. 
P  holds  the  luid  primarily  for  sale  to  ctu- 
tocners  In  the  ordinary  course  of  Its  trade  or 
business.  On  July  12,  1967,  P  sells  the  land 
to  A,  an  Individual. 

(11)  The  sale  by  8  to  P  is  a  deferred 
Intercompany  transaction;  8  defers  Its  $40,- 
000  gain  on  the  land  ($100,000  leas  $60,000), 
which  Is  gain  from  the  sale  of  property 
described  in  section  1231.  As  of  July  12. 
1067,  8  takes  the  $40,000  deferred  gain  Into 
account  since  on  such  date  the  property  Is 
disposed  of  outside  the  group.  8uch  $40,(XX> 


Such  $20  gain  retains  Its  character  as  ordi¬ 
nary  Income. 

(Ill)  As  of  January  1. 1969, 8  takes  the  $140 
remaining  balance  of  the  deferred  gain  ($200 
less  $60)  Into  account  since  on  such  date  the 
machine  Is  disposed  of  outside  the  group. 
Such  $140  gain  retains  Its  character  as  ordi¬ 
nary  Income. 

Example  (5).  (1)  The  facts  are  the  same 

as  in  example  (4)  except  that  beginning  with 
1968  P  and  8  file  separate  retiims. 

(II)  Assuming  that  P,  8.  and  T  filed  a  con¬ 
solidated  return  for  1966,  the  result  Is  the 
same  as  In  example  (4).  Thus,  for  each 
of  the  years  1966,  1967,  and  1968  8  takes  Into 
account  $20  of  Its  deferred  gain  and  as  of 
January  1,  1969,  8  takes  the  remaining  $140 
($200  less  $60)  Into  account. 

(III)  Assuming  that  P,  8.  and  T  filed  sepa¬ 
rate  returns  for  1966,  as  of  January  1,  1968, 
8  takes  the  $160  remaining  balance  of  the 
deferred  gain  ($200  less  $40)  Into  account 
since  P  filed  a  separate  return  for  1968  and 
the  group  had  filed  consolidated  returns  for 
only  2  consecutive  years  preceding  1968. 


gain  Is  taken  into  account  In  determining 
the  consolidated  section  1231  net  gain  or  loss 
for  1967  under  1  1.1502-23. 

Example  (2).  Corporations  P  and  8  file 
consolidated  returns  on  a  calendar  year 
basis.  On  August  1.  1966,  P  transfers  prop¬ 
erty  with  a  fair  market  value  of  $100,000  and 
an  adjusted  basis  in  Its  bands  of  $85,000  to 
8  in  exchange  for  stock  and  $10,000  cash. 
Under  section  351(b),  only  $10,000  of  the 
$15,000  gain  Is  recognized  by  P.  The  trans¬ 
fer  Is  a  deferred  Intercompany  traxisaction; 
P  defers  the  $10,000  gain  recognized  under 
section  351(b). 

Example  (J).  Ck>rporatlons  P  and  8  file 
consolidated  returns  on  a  calendar  year  basis 
and  report  Income  cm  the  cash  basis.  On 
July  1,  1966,  8  pays  P  $1,000  Interest  on  a 
loan  made  In  1961.  Hie  payment  of  Interest 
Is  an  Intercompany  transaction  other  than  a 
deferred  intercompany  transaction;  8  does 
not  defer  or  eliminate  the  $1,000  deduction 
for  Interest,  and  P  does  not  defer  eliminate 
the  $1,000  Item  of  Interest  Income.  Thus, 
consolidated  taxable  Income  for  1966  reflects 
Interest  Incoaae  of  $1,000  and  a  correspond¬ 
ing  deduction  for  Interest  of  $1,000. 

Example  (4).  (1)  Corporations  P,  8,  and 
T  file  consolidated  returns  on  a  calendar 
year  basis.  On  January  1,  1966,  8,  which  Is 
In  the  business  of  manufacturing  machinery, 
sells  a  machine  to  P  for  $1,000.  The  cost  of 
the  machine  Is  $800.  P  uses  the  machine  In 
Its  trade  or  business  and  depreciates  It  on  the 
Btralght-nne  method  over  an  estimated  use¬ 
ful  life  of  10  years.  8alvage  value  of  $200 
Is  taken  Into  account.  Thus,  Its  annual  de¬ 
preciation  deduction  with  respect  to  the  ma¬ 
chine  Is  $80  ($800  ($1,000  less  $200  salvage) 
divided  by  10).  On  January  1.  1969,  P  sells 
the  machine  to  A,  an  Individual. 

(11)  The  sale  by  8  to  P  is  a  deferred  Inter¬ 
company  transaction:  8  defers  Its  $200  gain 
on  the  machine  ($1,000  less  $800),  which  is 
charaeterlaed  as  ordinary  Income.  For  each 
of  the  3  taxable  years  (1986,  1967,  and  1968) 
prior  to  the  sale  to  A,  8  takes  Into  account 
$20  of  Its  deferred  gain,  computed  as  follows: 


Example  ($).  (1)  The  facts  are  the  same 
as  in  example  (4)  except  that  on  January  1, 
1969,  P  sells  the  machine  to  T  for  $660  in 
a  transaction  In  which  gain  Is  recognized. 
T  uses  the  machine  in  its  trade  or  business 
and  depreciates  it  on  the  straight-line  meth¬ 
od  over  an  estimated  \iaeful  life  of  10  years. 
No  salvage  value  Is  taken  into  account. 
Thus,  T's  annual  depreciation  deduction 
with  respect  to  the  machine  Is  $66  ($660  di¬ 
vided  by  10). 

(II)  The  sale  by  8  to  P  Is  a  deferred  Inter¬ 
company  transaction:  8  defers  Its  $200  gain 
on  the  machine  ($1,000  leas  $800),  which  is 
characterized  as  ordinary  Income.  For  each 
of  the  3  years  ( 1966,  1967,  and  1968)  prior  to 
the  sale  to  T,  8  takes  into  account  $20  of  its 
deferred  gain. 

(III)  The  sale  by  P  to  T  Is  also  a  deferred 
Intercompany  transaction:  P  defers  Its  $100 
loss  on  the  machine  (adjusted  basis  of  $760 
($1,000  less  $240  total  depredation)  less 
$660). 

(Iv)  For  1969  8  takes  into  account  $14  of 
Its  deferred  gain,  computed  as  follows: 


$140  remaining  balance  of  deferred  gain  X 


$66  depreciatlmi  deduction 


$660  basis  to  T  subject  to  depreciation 
(v)  For  196$  P  takes  into  account  $10  of  Its  deferred  loss,  computed  as  follows: 


f  too  deferred  loss  X 


$66  depreciation  deduction 

beau  to  Tlt^  j^  to  d^e^tiosi 


$80  depreciation  deduction 

$200  deferred  gain  X  to  P  BubJ^~to~deiHecla~tlon 


11804 


RULES  AND  REGULATIONS 


Example  (7).  (i)  Corporations  P  and  S 

file  consolidated  returns  on  a  calendar  year 
basis.  On  May  2,  1966,  S  sells  a  machine 
with  an  adjusted  basis  of  $60  to  P  for  9100 
in  a  transaction  In  which  gain  is  recognized. 
S  used  the  machine  in  its  trade  w  business. 
For  purposes  of  depreciation,  P  places  the 
machine,  which  has  an  estimated  useful  life 
of  3  years,  in  an  average  life  multiple  asset 
account  which  is  depreciated  on  the  straight- 


line  method  at  a  rate  of  20  percent.  Under 
P’s  consistent  depreciation  practice  it  takes 
a  full  year's  depreciation  on  all  purchases 
made  in  the  first  half  of  its  taxaMe  year. 

(11)  The  sale  by  S  to  P  is  a  deferred  inter¬ 
company  transaction;  S  defers  its  950  gain 
on  the  machine  (9100  less  950).  For  each  of 
the  taxable  years  1966,  1967,  1968,  1969,  and 
1970  S  takes  into  account  910  of  its  deferred 
gain,  computed  as  follows: 


.  920  depreciation  deduction 

950  deferred  gain  X  - - - - - - - - - 

9100  basis  to  P  subject  to  depreciation 


Such  910  is  characterized  as  gain  from  the 
sale  or  exchange  of  property  which  is  neither 
a  capital  asset  nor  property  described  in 
section  1231,  notwithstanding  the  character 
of  the  950  gain  determined  at  the  time  of 
the  sale. 

Example  (6).  77he  facts  arc  the  same  as 
in  example  (7)  and  in  addition  during  1969 
the  machine  is  disposed  of  outside  the  group. 
Such  disposal  is  treated  as  a  normal  retire¬ 
ment  (as  defined  in  paragraph  (b)  of 
{  1.167(a)-8).  The  result  is  the  same  as  in 


example  (7),  Thus,  S  takes  into  account 
910  for  each  of  the  years  1966,  1967,  1968, 
1969,  and  1970  even  though  the  property 
was  disposed  of  in  1969. 

Example  (9).  (1)  The  facts  are  the  same' 
as  in  example  (7)  except  that  the  multiple 
asset  account  is  depreciated  over  a  6-year 
average  useful  life  on  the  double  declining 
balance  method. 

(11)  For  1966  S  takes  into  account  920  of 
its  deferred  gain,  computed  as  follows: 


940  (9100  X  40%)  depreciation  deduction 

950  deferred  galnX--— --  j— - r-ii - 

9100  basis  to  P  subject  to  depreciation 

For  1967  S  takes  into  accoimt  912  of  its  deferred  gain,  computed  as  follows: 

924  (960  (9100  less  940)  X40%)  depreciation  deduction 

950  deferred  gain  X ^ - - 

9100  basis  to  P  subject  to  depreciation 


Example  {10).  (1)  P  Corporation  and  S 

Corporation,  its  wholly-owned  subsidiary, 
file  consolidated  returns  on  a  calendar  year 
basis.  On  January  10,  1966,  S  sells  land, 
with  a  basis  of  960,000,  to  P  for  9100,000. 
As  of  the  close  of  business  on  June  10.  1969, 
P  sells  25  percent  of  the  outstanding  stock 
of  S  to  A,  an  individual. 

(li)  The  sale  by  S  to  P  is  a  deferred  inter¬ 
company  transaction;  S  defers  its  940,000 
gain  on  the  land  (9100,000  less  960,000). 
As  of  June  10,  1969,  S  takes  the  940,000  gain 
into  account  fat  1969  since  it  ceases  to  be 
a  member  of  the  group  as  of  the  close  of 
business  on  such  date. 

Example  {11).  (1)  Corporations  P  and  S 
file  consolidated  returns  on  a  calendar  year 
basis.  On  January  15,  1966,  P  sells  an  obli¬ 
gation  payable  in  installments,  with  a  basis 
of  948  in  its  hands,  to  S  fm*  960.  At  the 
time  of  the  sale  the  debtor  owes  3  annual 
installments  of  920  payable  each  year  on 
July  1.  Such  Installments  are  paid  timely. 

(11)  The  sale  by  P  to  S  is  a  deferred  inter¬ 
company  transaction;  P  defers  its  912  gain 
on  the  obligation  (960  less  948). 

(lii)  For  each  of  the  years  1966,  1967,  and 
1968  P  takes  into  account  94  of  its  deferred 
gain,  computed  as  follows: 

$12  deferred  gain  X 

920  portion  satisfied 
960  aggregate  unpaid  portions 

Example  {12).  (i)  Corporations  P  and  S 

file  consolidated  returns  on  a  calendar  year 
basis.  On  January  2,  1966,  S,  a  manufac¬ 
turer,  sells  a  machine  to  P,  a  distributor,  for 
92.000.  The  machine  cost  S  91,200.  On 
February  1,  1966,  P  sells  the  machine  to  A, 
an  individual,  for  92.200  and.  under  section 
453,  reports  its  Income  thereon  on  the  in¬ 
stallment  plan.  A  makes  monthly  payments 
of  9110  starting  with  March  1966. 

(11)  The  sale  by  S  to  P  is  a  deferred  inter¬ 
company  transaction;  S  defers  its  98u0  gain 
(92.000  less  91.200). 

(ill)  For  1966  S  takes  into  account  9400 
of  its  deferred  gain,  computed  as  follows: 

$800  deferred  gain  X 

91.100  installment  payments  received 
92.2(10  total  contract  price  ~ 

% 


Example  {13).  Corporations  P  and  8  file 
consolidated  returns  on  a  calendar  year  basis 
for  1966  and  1967.  S  reports  Income  on  the 
accrual  method  while  P  reports  Income  on 
the  cash  method.  On  December  31,  1966,  S 
would  properly  accrue  Interest  of  91.000 
which  is  payable  to  P.  On  February  1,  1967, 
S  pays  P  the  91.000.  Both  the  deduction  and 
the  item  of  Income  are  taken  into  account  for 
1967,  the  later  year.  Thus,  S  takes  the  91.000 
interest  deduction  into  account  for  1967, 
which  Is  the  year  P  also  takes  the  91.000  item 
of  Interest  income  into  account.  Consoli¬ 
dated  taxable  income  for  1967  reflects  both 
Interest  income  of  91.000  and  a  correspond¬ 
ing  deduction  for  interest  of  91,000. 

Example  {14).  The  facta  are  the  same  as 
in  example  (13)  except  that  for  1967  8  and 
P  file  separate  returns.  The  result  is  the 
same  as  in  example  ( 13 ) . 

Example  {15).  (1)  The  facts  are  the  same 

as  in  example  (13)  except  that  for  1966  P 
and  8  file  separate  returns. 

(il)  For  1966  8  takes  into  account  the 
91.(X)0  deduction  for  Interest:  for  1967  P 
takes  into  account  the  91.000  item  of  inter¬ 
est  Income. 

Example  {IS).  Corp<M-atlons  P  and  8  file 
consolidated  returns  on  a  calendar  year  basis. 
On  January  10,  1968,  P  sells  an  issue  of  its 
9100  par  value  bonds.  8  purchases  a  bond 
from  P  for  9110.  8  does  not  elect  under  sec¬ 
tion  171  to  amortize  the  910  premium.  P 
may  not  take  the  910  premium  into  account 
as  income  until  it  redeems  the  bond  since  8 
cannot  properly  take  a  deduction  for  the 
910  premium  until  the  bond  is  redeemed. 

Example  {17).  (1)  Corporations  P,  8.  and 
M  file  consolidated  returns  on  a  calendar 
year  basis.  On  November  20,  1962,  8  sold 
land,  with  a  basis  of  $60,000,  to  P  for  9100,- 
000.  Under  paragraph  (b)  (1)  of  i  1.1502-SlA 
the  940.000  gain  was  eliminated.  Thus.  8 
did  not  take  into  account  such  940.000  gain 
for  1962  and  P’s  basis  in  the  land  is  only  960,- 
000.  On  February  10,  1966,  P  sells  the  land 
to  A.  an  individual,  for  9104,000. 

(li)  P  takes  the  entire  9M,000  gain  (9104,- 
000  less  960.000)  on  the  land  into  acco\mt  for 
1966  since  the  deferral  rules  provided  in  para¬ 
graph  (c)  of  this  section,  as  well  as  the  cor¬ 
responding  basis  rules  provided  in  paragraph 


(a)  of  f  1.1502-31,  were  not  effective  with 
respect  to  the  sale  of  such  land. 

(ill)  If,  on  February  10,  1966,  P  had  sold 
the  land  to  M  for  9104,000,  P  would  defer  its 
944,000  gain  on  the  land  since  the  sale  by 
P  to  M  would  be  a  deferred  intercompany 
transaction. 

Example  {18).  (1)  Corpwatlons  P  and  8 
file  separate  returns  on  a  calendar  year  basis 
for  1966  and  file  consolidated  returns  cm  a 
calendar  year  basis  beginning  with  1967.  On 
January  2.  1966,  8,  a  dealer  in  machinery, 
sells  a  machine  to  P  for  92,000  and,  under 
section  453,  reports  the  Income  thereon  on 
the  installment  plan.  The  machine  cost  8 
91.200.  P  makes  monthly  payments  of  9100 
starting  with  January  1966. 

(li)  The  sale  by  8  to  P  is  not  an  intercom¬ 
pany  transaction  since  the  sale  did  not  oc¬ 
cur  during  a  consolidated  return  year. 
Therefore,  8  takes  into  account  the  gross 
profit  on  each  of  the  20  monthly  payments 
under  section  453. 

(1)  [Reserved] 

(j)  Regulated  public  utilities.  Subject 
to  the  provisions  of  section  7121,  the 
(Commissioner  may  enter  into  a  closing 
agreement  which,  notwithstanding  the 
provisions  of  SS  1.1502-13, 1.1502-31,  and 
1.1502-33,  determines  the  consequences 
of  deferr^  intercompany  transactions  or 
of  any  matters  relating  to  or  affected  by 
such  transactions,  provided  that — 

(1)  The  purchasing  members  are  do¬ 
mestic  regulated  public  utilities  as  de¬ 
fined  in  section  7701(a)  (4)  and  (33), 

(2)  In  the  taxable  year  immediately 
preceding  the  first  taxable  year  for  which 
this  section  is  effective  there  was  in  effect 
among  the  members  an  arrangement  re¬ 
lating  to  intercompany  transactions 
which  had  a  significant  effect  upon  regu¬ 
lated  rates  of  the  public  utility  members 
of  the  group,  and  the  accoxmting  of  the 
public  utility  members  imder  the  ar¬ 
rangement  was  accepted  or  approved  by 
a  regulatory  agency  having  Jurisdiction 
over  the  accounts  of  such  members,  and 

(3)  The  Commissioner  is  satisfied  that 
the  terms  of  such  closing  agreement  will 
not  for  any  taxable  year  result  in  a  re¬ 
duction  of  the  tax  liability  of  the  group 
(including  former  members)  or  of  the 
shareholders  of  any  members  (or  former 
members) . 

A  request  for  such  an  agreement  must 
be  made  on  or  before  November  15, 1966. 

§  1.1502-14  [Reserved] 

§  1.1502—15  Limitations  of  certain  de¬ 
ductions. 

(a)  Limitation  on  built-in  deduc¬ 
tions — ( 1 )  General  rule.  Built-in  deduc¬ 
tions  (as  defined  in  subparagraph  (2)  of 
this  paragraph)  for  a  taxable  year  shall 
be  subject  to  the  limitation  of  S  1.1502-21 
(c)  (determined  without  regard  to  such 
deductions  and  without  regard  to  net 
operating  loss  carryovers  to  su(^  year) 
and  the  limitation  of  §  1.1502-22 (c)  (de¬ 
termined  without  regard  to  such  deduc¬ 
tions  and  without  regard  to  capital  loss 
carryovers  to  such  year) .  If  as  a  result 
of  applying  such  limitations,  built-in  de¬ 
ductions  are  not  allowable  in  such  con¬ 
solidated  return  year,  such  deductions 
shall  be  treated  as  a  net  operating  loss 
or  net  capital  loss  (as  the  case  may  be) 
sustained  in  su<di  year  and  shall  be  car¬ 
ried  to  those  taxable  years  (consolidated 
or  separate)  to  which  a  consolidated  net 
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operating  loss  or  a  consolidated  net  capi¬ 
tal  loss  could  be  carried  under  SI  1.1502- 
21,  1.1502-22,  and  1.1502-79,  except  that 
such  losses  shall  be  treated  as  losses  sub¬ 
ject  to  the  limitations  contained  in 
$  1.1502-21(c)  or  s  1.1502-22(c)  (as  the 
case  may  be).  Thus,  for  example.  If 
member  X  sells  a  capital  asset  during  a 
consolidated  return  year  at  a  $1,000  loss 
and  such  loss  is  treated  as  a  built-in 
deduction,  then  such  loss  shall  be  subject 
to  the  limitation  contained  in  8  1.1502- 
22(c),  which,  in  general,  would  allow 
such  loss  to  be  offset  only  against  X’s  own 
net  capital  gain.  Assuming  X  had  no 
net  capital  gain  reflected  in  such  year 
(after  taking  into  account  its  capital 
losses,  other  than  capital  loss  carryovers 
and  the  built-in  deduction),  such  $1,000 
loss  shall  be  treated  as  a  net  capital  loss 
and  shall  be  carried  over  for  5  years  un¬ 
der  8  1.1502-22,  subject  to  the  limitation 
contained  in  8  1.1502-22(0  for  consoli¬ 
dated  return  years. 

(2)  Built-in  deductions.  For  piuposes 
of  this  paragraph,  the  term  "built-in 
deductions”  for  a  consolidated  return 
year  means  those  deductions  or  losses  of 
a  corporation  which,  but  for  this  section, 
would  be  recognized  in  such  year,  or 
which  are  recognized  in  a  separate  re¬ 
turn  year  and  carried  over  in  the  form  of 
a  net  operating  or  net  capital  loss  to  such 
year,  but  which  are  economically  accrued 
in  a  separate  return  limitation  year  (as 
defined  in  8  1.1502-1  (f) ).  Such  term 
does  not  include  deductions  or  losses  in¬ 
curred  both  economically  and  taxwise  in 
a  year  which  is  not  a  separate  return 
limitation  year,  including  those  deduc¬ 
tions  and  losses  incurred  in  rehabilitating 
such  corporation.  Thus,  for  example, 
assume  P  is  the  common  parent  of  a 
group  filing  consolidated  returns  on  the 
basis  of  a  calendar  year  and  that  P 
purchases  all  of  the  stock  of  8  on  De¬ 
cember  31, 1966.  Assume  further  that  on 
December  31, 1966,  S  owns  a  capital  asset 
with  an  adjusted  basis  of  $100  and  a  fair 
market  value  of  $50.  If  the  group  files 
a  consolidated  return  for  1967,  and  8 
sells  the  asset  for  $30,  $50  of  the  $70  loss 
is  treated  as  a  built-in  deduction,  since 
it  was  economically  accrued  in  a  separate 
return  limitation  year.  If  8  sells  the 
asset  for  $80  instead  of  $30,  the  $20  loss 
is  treated  as  a  built-in  deduction.  On 
the  other  hand,  if  such  asset  is  a  de- 
pre<dable  asset  and  Lb  not  sold  by  8, 
depreciation  deductions  attributable  to 
the  $50  difference  between  basis  and  fair 
market  value  are  treated  as  built-in 
deductions. 

(3)  Exceptions,  (i)  This  paragraph 
shall  not  limit  built-in  deductions  which 
would  otherwise  be  recognized  in  a  tax¬ 
able  year  if — 

(a)  The  date  on  which  the  corporation 
with  the  built-in  deductions  became  a 
member  occurred  more  than  10  years 
before  the  first  day  of  such  taxable  year, 
or 

(b)  Immediately  before  the  date  the 
corporation  became  a  member,  the  ag¬ 
gregate  of  the  adjusted  basis  of  all  the 
assets  (other  than  cash,  any  marketable 
security  the  fair  market  value  of  which 
was  not  less  than  95  percent  of  Its  ad¬ 


justed  basis,  and  goodwill)  of  such  cor¬ 
poration  did  not  exceed  the  fair  market 
value  of  such  assets  by  more  than  15 
percent. 

(il)  If  the  corporation  with  the  built- 
in  deduction  became  a  member  before 
October  1,  1965,  the  provisions  of 

8  1.1502-31A(b)  (9)  shall  apply  in  lieu  of 
the  provisions  of  this  section. 

(b)  IReservedl 

§  1.1502-16  Mine  exploration  expendi¬ 
tures. 

(a)  In  general.  If  the  aggregate 
amount  of  the  expenditures,  to  which 
section  615(a)  applies,  which  are  paid  or 
incurred  by  the  members  of  the  group 
during  any  consolidated  return  year  ex¬ 
ceeds  the  lesser  of — 

(1)  $100,000,  or 

(2)  $400,000  minus  all  such  expendi¬ 
tures  deducted  (or  deferred)  by  corpora¬ 
tions  which  are  members  of  the  group 
during  the  taxable  year  (and  individuals 
or  corporations  which  have  transferred 
any  mineral  property  to  any  such  mem¬ 
ber  within  the  meaning  of  section  615 

(c)(2)(B))  for  taxable  years  ending 
after  December  31, 1950,  and  prior  to  the 
taxable  year. 

then  the  deduction  (or  amount  defer¬ 
rable)  under  section  615  and  paragraph 
(c)  of  8  1.1502-12  for  each  member  shall 
be  no  greater  than  an  allocable  portion 
of  such  lesser  amount  (hereinafter  re¬ 
ferred  to  as  the  “consolidated  explora¬ 
tion  limitation”).  8uch  allocable  por¬ 
tion  shall  be  determined  under  para¬ 
graph  (b)  of  this  section. 

(b)  Allocable  portion  of  limitation.  A 
member’s  allocable  portion  of  the  con¬ 
solidated  exploration  limitation  for  a 
consolidated  return  year  shall  be — 

(1)  The  amount  allocated  by  the  com¬ 
mon  parent  pursuant  to  a  plan,  but  in 
no  event  shall  a  member  be  allocated 
more  than  the  amount  it  could  have  de¬ 
ducted  (or  deferred)  had  it  filed  a  sepa¬ 
rate  return.  8uch  allocation  plan  must 
be  included  in  a  statement  which  also 
contains  the  total  exploration  expendi¬ 
tures  of  each  member  for  the  taxable 
year,  and  the  expenditures  of  each  mem¬ 
ber  which  could  have  been  deducted  (or 
deferred)  imder  section  615  if  the  mem¬ 
ber  had  filed  a  separate  return.  8uch 
statement  must  be  attached  to  a  con¬ 
solidated  return  filed  on  or  before  the 
due  date  of  such  return  (including  ex¬ 
tensions  of  time),  and  may  not  be 
changed  after  such  date,  or 

(2)  If  no  statement  is  filed  in  accord¬ 
ance  with  subparagraph  (1).  then  the 
portion  of  the  consolidated  exploration 
limitation  allocable  to  each  member  in¬ 
curring  such  expenditures  is  an  amount 
equal  to  such  limitation  multiplied  by  a 
fraction,  the  numerator  of  which  is  the 
amount  which  could  have  been  deducted 
(or  deferred)  imder  section  615  by  such 
member  had  it  filed  a  separate  return 
and  the  denominator  of  which  is  the  ag¬ 
gregate  of  such  amounts  for  all  members 
of  the  group. 

(c)  Examples.  The  provisions  of  this 
section  may  be  Illustrated  by  the  follow¬ 
ing  examples: 


Example  (1).  Corporation  X  and  Its 
wholly-owned  subsidiaries,  corporations  T 
and  Z,  filed  a  consolidated  return  (or  the 
calendar  year  1066.  None  of  the  corpora¬ 
tions  have  Incurred  exploration  expenditures 
described  In  section  615  in  previous  years. 
During  1966,  X  incurred  exploration  expendi¬ 
tures  of  $30,000,  Y  of  $20,000  and  Z  of  $40,000. 
The  amount  deductible  (or  deferrable)  un¬ 
der  section  615  for  purposes  of  <x>mputing 
separate  taxable  Income  under  i  1.1502-12 
will  be  the  amount  actually  expended  by 
each  corporation. 

Example  (2).  Assume  the  same  facts  as 
In  example  (1)  except  that  during  1966  X 
Incurred  exploration  expenditures  of  $25,000, 
Y  of  $75,000  and  Z  of  $125,000.  'The  consoli¬ 
dated  exploration  limitation  under  paragraph 
(a)  of  this  section  Is  $100,000  since  the  ag¬ 
gregate  amounts  Incurred  by  the  members 
of  the  group  exceed  $100,000  and  such 
amount  Is  less  than  the  limitation  described 
in  paragraph  (a)(2)  of  this  section  ($400,- 
000).  X  may  allocate  the  $100,000  In  any 
manner  among  the  three  members,  except 
that  X  may  not  be  allocated  more  than 
$25,000  nor  Y  more  than  $75,000,  the  amounts 
actually  expended  by  X  and  Y  and  which 
they  could  have  deducted  (or  deferred)  had 
they  filed  a  separate  return.  If  the  alloca¬ 
tion  la  not  made  In  accordance  with  para¬ 
graph  (b)(1)  of  this  section,  the  $100,000 
limitation  will  be  allocated  under  paragraph 
(h)  (2)  as  follows: 

Attorm- 

Kipenii-  Fnc-  Liinila-  bit 


CorporalioH  lurt  lion  lion  Portion 
25,000 

X .  $25,000  - x$ioo.ono-$i2,,’ino 

200,000 

75,000 

Y .  $7^  000  - X$100.000«$37,.VW 

200,000 

100,000 

7. .  $125,000  - X$100.000-$5(1000 

20(t000 


Tlie  denominator  of  $200,000  was  calculated  as  follows; 

X-$25.000 

Y-$7\000 

Z»»$10(t000  (maxiniuin  amount  allowc<l  if  Hied  se|)- 
arately) 

Total  $200t000 

Example  (2).  Assume  the  same  facts  as 
In  example  (2)  and  that  on  January  1,  1967, 
X  acquired  all  of  the  stock  of  corporation  T 
which  prior  to  Its  taxable  year  beginning 
January  1,  1967,  bad  previously  deducted  (or 
deferred)  $310,000  of  exploration  expendi¬ 
tures.  Assume  further  that  In  1967  X  In¬ 
curred  $25,000  of  exploration  expenditures. 

Y  $50,000,  T  $50,000  and  Z  none.  A  consoli¬ 
dated  return  Is  filed  for  1967.  None  of  the 
expenditures  may  be  deducted  (or  deferred) 
under  section  615  since  the  consolidated  ex¬ 
ploration  limitation  Is  zero.  The  limitation 
is  zero  since  the  aggregate  amount  of  pre¬ 
viously  deducted  (or  deferred)  exploration 
expenditures  by  the  members  of  the  group  ex¬ 
ceeds  $400,000.  ('The  total  of  such  expendi¬ 
tures  Is  $410,000,  of  which  $310,000  Is  attrib¬ 
utable  to  T  and,  assuming  the  aUocatlon  of 
the  limitation  In  example  (2)  la  made  under 
paragraph  (b)  (2)  of  this  section,  of  which 
$12,500  Is  attrlbuUble  to  X.  $37,500  to  Y.  and 
$50,000  to  Z.) 

Example  (4).  Assume  the  same  facts  as 
In  example  (3)  except  that  on  December  31, 
1966,  X  sold  all  of  the  stock  of  Z  to  an  un¬ 
related  party.  The  consolidated  exploration 
limitation  for  1967  will  be  $40,000,  computed 
by  subtracting  from  $400,000  the  aggregate 
amount  of  prevlotialy  deducted  (or  deferred) 
exploration  expenditures  Incurred  by  the 
members  of  the  group  prior  to  1967.  (The 
total  of  such  expenditures  Is  $360,000,  of 
which  $12,500  is  attributable  to  X.  $37,500  to 

Y  and  $310,000  to  T.  Amounts  previously 
deducted  (or  deferred)  by  Z  are  not  taken 
Into  account  since  it  was  not  a  member  of 
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the  group  at  anjr  time  during  1967. 
Amounts  previously  deducted  (or  deferred) 
by  Z  shall  be  taken  Into  account  by  It  for 
subsequent  separate  return  years.) 

§  1.1502—17  Methods  of  arrounling. 

(a>  General  rule.  The  method  of  ac¬ 
counting  to  be  used  by  each  member  of 
the  group  ^aU  be  determined  In  accord¬ 
ance  with  the  provisions  of  section  446 
as  if  such  member  filed  a  separate  re¬ 
turn.  For  treatment  of  depreciable 
property  after  a  transfer  within  the 
group,  see  paragraph  (g)  of  §  1.1502-12. 

<b>  Adjustments  required  where  meth¬ 
od  of  accounting  changed.  In  any  case 
in  which  a  member  of  a  group  changes 
its  method  of  accoimting  for  a  con¬ 
solidated  return  year,  the  provisions 
of  section  481(a)  shall  be  applicable.  If 
the  requirements  of  section  481(b)  are 
met  because  the  adjustments  under  sec¬ 
tion  481  (a)  are  sutetantial,  the  increase 
In  tax  for  any  prior  year  shall  be  com¬ 
puted  upon  the  basis  of  a  consolidated 
return  or  a  separate  return,  whichever 
was  filed  for  such  prior  year. 

(c)  Example.  The  provisions  of  this 
section  may  be  illustrated  by  the  follow¬ 
ing  example: 

Example.  X  and  its  wholly-owned  sub¬ 
sidiary  Y  Hied  separate  returns  for  their 
calendar  years  ending  December  31,  1965. 
During  calendar  year  1965,  X  employed  an 
accrual  method  of  accounting,  established 
a  reserve  for  bad  debts,  and  elected  under 
section  171  to  amortize  bond  premiums  with 
respect  to  Its  fully  taxable  bonds.  During 
calendar  year  1965,  Y  employed  the  cash 
receipts  and  disbursements  method,  used  the 
specific  charge-off  method  with  respect  to 
Its  bad  debts,  and  did  not  elect  to  amortize 
bond  premiums  under  section  171  with  re¬ 
spect  to  its  bonds.  X  and  Y  filed  a  consoli¬ 
dated  return  for  1966.  For  1966  X  and  Y 
must  continue  to  compute  Income  under 
their  respective  methods  of  accounting  (un¬ 
less  a  change  in  method  under  section  446 
Is  made) . 

(a)  Definition  of  intercompany  profit 
amount.  For  purposes  of  this  section, 
the  teitn  “intercompany  profit  amount” 
for  a  taxable  year  means  an  amount  equal 
to  the  profits  of  a  corporation  (other 
than  those  profits  which  such  corpora¬ 
tion  has  elected  not  to  defer  pursuant  to 
§  1.1502-13(c)(3))  arising  in  transac¬ 
tions  with  other  members  of  the  group 
with  respect  to  goods  which  are.  at  the 
close  of  such  corporation's  taxable  year, 
included  in  the  inventories  of  other  mem¬ 
bers  of  the  group.  See  f  1.1502-13(c)  (2) 
with  respect  to  the  determination  of 
profits.  See  the  last  sentence  of 
§  1.1502-13(f)  (1)  (1)  for  rules  for  deter¬ 
mining  which  goods  are  considered  to 
be  disposed  of  outside  the  group  and 
therefore  not  included  in  inventories  of 
other  members. 

(b)  Addition  of  initial  inventory 
amount  to  taxable  income.  If  a  cor¬ 
poration — 

<1)  Is  a  member  of  a  group  filing  a 
consolidated  return  for  the  taxable  year, 

(21  Was  a  member  of  such  group  for 
its  Immediately  preceding  taxable  year, 
and 

(3)  Filed  a  separate  return  for  such 
preceding  year, 

tlien  the  intercompany  profit  amount  of 
such  corporation  for  such  separate  re¬ 


turn  year  (hereinafter  referred  to  as  the 
“initial  inventory  amount”)  shall  be 
added  to  the  income  of  such  corporation 
for  the  consolidated  return  year  (or 
years)  in  which  the  goods  to  which  the 
initial  inventory  amount  is  attributable 
are  disposed  of  outside  the  group  or  such 
corporation  beemnes  a  nonmember. 
Such  amount  shall  be  treated  as  gain 
from  the  sale  or  exchange  of  property 
which  is  neither  a  capital  asset  nor  prop¬ 
erty  described  in  section  1231. 

(c)  Recovery  of  initial  inventory 
amount — (1)  Vnrecovered  inventory 
amount.  The  term  “unrecovered  Inven¬ 
tory  amount”  for  any  consolidated  re¬ 
turn  year  means  the  lesser  of — 

(1)  The  Intercompany  profit  amount 
for  such  year,  or 

(ii)  The  initial  Inventory  amount. 

However,  if  a  corporation  ceases  to  be  a 
member  of  the  group  during  a  con¬ 
solidated  return  year,  its  unrecovered 
inventory  amount  for  such  year  shall  be 
considered  to  be  zero. 

(2)  Recovery  during  consolidated  re¬ 
turn  years,  (i)  To  the  extent  that  the 
unrecovered  inventory  amount  of  a  cor¬ 
poration  for  a  consolidated  return  year 
is  less  than  such  amount  for  its  immedi¬ 
ately  preceding  year,  such  decrease  shall 
be  treated  for  such  year  by  such  corpora¬ 
tion  as  a  loss  from  the  sale  or  exchange 
of  property  which  Is  neither  a  capital 
asset  nor  property  described  in  section 
1231. 

(ii)  To  the  extent  that  the  unrecov¬ 
ered  inventory  amount  for  a  consolidated 
return  year  exceeds  such  amount  for  the 
pi'eceding  year,  such  increase  shall  be 
treated  as  gain  from  the  sale  or  exchange 
of  property  which  is  neither  a  capital 
asset  nor  property  described  in  section 
1231. 

(3)  Recovery  during  first  separate 
return  year.  For  the  first  separate  re¬ 
turn  year  of  a  member  following  a  con¬ 
solidated  return  year,  the  unrecovered 
inventory  amount  for  such  consolidated 
return  year  (minus  any  part  of  the  ini¬ 
tial  inventory  amount  which  has  not 
been  added  to  income  pursuant  to  para¬ 
graph  (b)  of  this  section)  shall  be 
treated  as  a  loss  from  the  sale  or  ex¬ 
change  of  property  which  is  neither  a 
capital  asset  nor  property  described  in 
section  1231. 

(d)  Examples.  The  provisions  of 
paragraphs  (a),  (b),  and  (O  of  this 
section  may  be  illustrated  by  the  follow¬ 
ing  examples: 

Example  (I).  Corporations  P,  S,  and  T 
report  income  on  the  basis  of  a  calendar 
year.  Such  corporations  file  separate  re¬ 
turns  for  1966.  P  manufactures  widgets 
which  it  sells  to  both  S  and  T,  who  act  as 
distributors.  The  inventories  of  8  and  T 
at  the  close  of  1965  are  ccxnprlsed  of  widgets 
which  they  purchased  from  P  and  with  re¬ 
spect  to  which  P  derived  profits  of  95,000 
and  98.000,  respectively.  P,  8,  and  T  file  a 
consolidated  return  for  lOM.  I>urlng  1996. 
P  sells  widgets  to  8  and  T  with  respect  to 
which  It  derives  profits  of  97,000  and  910,000. 
respectively.  The  Inventories  of  3  and  T  as 
of  December  31.  1966,  are  comprised  of 
widgets  on  which  P  derived  net  profits  of 
94.000  and  98.000,  respectively.  P's  initial 
inventory  amount  is  918,000.  P's  Intercxun- 
pany  profit  amount  for  1965  (such  918.000 
amount  is  the  profits  of  P  with  respect  to 


goods  sold  to  S  and  T  and  Included  in  their 
Inventories  at  the  close  of  1966 ) .  Assuming 
that  8  and  T  Identify  their  goods  on  a  first- 
In.  first-out  basis,  the  entire  opening  Inven¬ 
tory  amount  of  918,000  is  added  to  P’s  Income 
for  1966  as  gain  from  the  sale  or  exchange 
of  property  which  Is  neither  a  capital  asset 
nor  properly  described  In  section  1231,  since 
the  goods  to  whlcfii  the  initial  Inventory 
amount  Is  attributable  were  disposed  of  In 

1966  outside  the  group.  However,  since  P’s 
unrecovered  Inventory  amount  for  1966. 
912,000  (the  intercompany  profit  amount  for 
the  year,  which  Is  less  than  the  Initial  In¬ 
ventory  amount).  Is  less  than  the  unreoov- 
ered  Inventory  amount  for  1965,  918,000.  this 
decrease  of  91.000  Is  treated  by  P  for  1966  as 
a  loss  from  the  sale  or  exchange  of  property 
which  Is  neither  a  capital  asset  nor  property 
described  In  section  1231. 

Example  (2) .  Assume  the  same  facts  as  In 
example  (1)  and  that  at  the  close  of  1967,  a 
consolidated  return  year,  the  Inventories  of 
8  and  T  are  comprised  of  widgets  on  which  P 
derived  profits  of  96,000  and  $3,000,  respec¬ 
tively.  81nce  P's  unrecovered  inventory 
amount  for  1967,  98,000,  Is  less  than  912,000, 
the  unrecovered  Inventory  amount  for  1966. 
this  decrease  of  94,000  Is  treated  by  P  for 

1967  as  a  loss  from  the  sale  or  exchange  of 
property  which  Is  neither  a  capital  asset  nor 
property  described  In  section  1231. 

Example  (3) .  Assume  the  same  facts  as  in 
examples  (1)  and  (2)  and  that  in  1968,  a 
consolidated  return  year.  P's  Intercompany 
profit  amount  Is  911.000.  P  will  report  93,000 
(the  excess  of  911.000,  P’s  unrecovered  in¬ 
ventory  amount  for  1968,  over  98,000.  P’s  un¬ 
recovered  inventory  amount  for  1967)  for 

1968  as  a  gain  from  the  sale  or  exchange  of 
property  which  Is  neither  a  capital  asset  nor 
property  described  In  section  1231. 

Example  (4).  Assume  the  same  facts  as 
In  examples  (1),  (2),  and  (3)  and  that  In 

1969  P,  8,  and  T  file  separate  returns.  P  will 
report  911,000  (Its  unrecovered  Inventory 
amount  for  1968,  911.000,  minus  the  portion 
of  the  Initial  Inventory  amount  which  has 
not  been  added  to  Income  during  1966,  1967, 
and  1968,  zero)  as  a  loss  from  the  sale  or 
exchange  of  property  which  Is  neither  a 
capital  asset  nor  property  described  In  sec¬ 
tion  1231. 

Example  (5).  Corporations  P  and  8  file  a 
consolidated  return  for  the  first  time  for  the 
calendar  year  1966.  P  manufactures  nui- 
chines  and  sells  them  to  8,  which  sells  them 
to  users  throughout  the  country.  At  the 
close  of  1965,  8  has  on  hand  20  machines 
which  it  purchased  from  P  and  with  re¬ 
spect  to  which  P  derived  profits  of  93,600. 
During  1966,  P  sells  6  machines  to  8  on 
which  It  derives  profits  of  91300,  and  8  sells 
5  machines  which  it  had  on  hand  at  the  be¬ 
ginning  of  the  year  (8  specifically  Identifies 
the  machines  which  It  sells)  and  on  which 
P  had  derived  profits  of  9900.  P’s  Initial 
Inventory  amount  Is  93,500.  of  which  9900  Is 
added  to  P’s  Income  In  1966  as  gain  from  the 
sale  or  exchange  of  property  which  is  neither 
a  capital  asset  nor  property  describe  In  sec¬ 
tion  1231,  since  such  9900  amount  Is  at¬ 
tributable  to  goods  disposed  of  In  1966  out¬ 
side  the  group,  which  goods  were  Included  in 
8’8  Inventory  at  the  close  of  1965.  If  P  and 
8  continue  to  file  consolidated  returns,  the 
renmlning  92.600  of  the  initial  Inventory 
amount  will  be  added  to  P’s  ln<x>me  as  the 
machines  on  which  such  profits  were  derived 
are  disposed  of  outside  the  group. 

Example  (6).  Assume  that  in  example 
(5)  8  had  elected  to  inventory  Its  goods 
under  section  472  (relating  to  last-in,  first- 
out  inventories).  None  of  P’s  initial  inven¬ 
tory  amount  of  93,500  would  be  added  to  P’s 
income  In  1966,  since  none  of  the  goods  to 
which  such  amount  Is  attributable  would  be 
considered  to  be  disposed  of  during  such 
year  under  the  last-ln,  first-out  method  of 
Identifying  inventories. 
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(e)  Section  381  transfer.  If  a  member 
of  the  group  Is  a  transferor  or  distributor 
of  assets  to  another  member  of  the  group 
within  the  meaning  of  section  381(a). 
then  the  acquiring  corporation  shall  be 
treated  as  succeeding  to  the  initial  in¬ 
ventory  amoimt  of  the  transferor  or  dls- 
tr.butor  corporation  to  the  extent  that 
as  of  the  date  of  distribution  or  transfer 
such  amount  has  not  yet  been  added  to 
income.  Such  amoxmt  shall  then  be 
added  to  the  acquiring  corporation’s  in¬ 
come  under  the  provisions  of  paragraph 

(b)  of  this  section.  For  purposes  of  w>- 
plsring  paragraph  (c)  of  this  section — 

(1)  The  initial  inventory  amount  of 
the  transferor  or  distributor  corporation 
shall  be  added  to  such  amount  of  the  ac¬ 
quiring  corporation  as  of  the  close  of  the 
acquiring  corporation’s  taxable  year  In 
which  the  date  of  distribution  or  trans¬ 
fer  occurs,  and 

(2)  The  unrecovered  inventory  amount 
of  the  transferor  or  distributor  corpora¬ 
tion  for  its  taxable  year  preceding  the 
taxable  year  of  the  group  in  which  the 
date  of  distribution  or  transfer  occurs 
shall  be  added  to  such  amount  of  the 
acquiring  corporation. 

( f )  Transitional  rules —  (1)  In  general. 
If— 

(1)  A  group  filed  a  consolidated  return 
for  the  taxable  year  immediately  pre¬ 
ceding  the  first  taxable  year  to  which 
this  section  aivUes, 

(il)  Any  member  of  such  group  made 
an  opening  adjustment  to  its  inventory 
pursuant  to  paragraph  (b)  of  S  1.1502- 
39A,  and 

(ill)  Paragraph  (c)  of  S  1.1502-39A 
has  not  been  applicable  for  any  taxable 
year  subsequent  to  the  taxable  year  for 
which  such  adjustment  was  made, 
then  subparagraphs  (2)  and  (3)  of  this 
paragnq>h  shall  apply. 

(2)  Closing  adjustment  to  inventory. 
(i)  For  the  first  consolidated  return  year 
to  which  this  section  applies,  the  increase 
in  Inventory  prescribe  In  paragraph 

(c)  of  S  1.1502-39A  shall  be  made  as  if 
such  year  were  a  separate  return  year. 

(ii)  For  the  first  separate  return  year 
of  a  member  to  which  this  section  ap¬ 
plies,  the  adjustment  to  inventory 
(whether  an  increase  or  a  decrease)  pre¬ 
scribed  in  paragraph  (c)  of  S  1.1502-39A. 
minus  any  adjustment  already  made  pur¬ 
suant  to  subdivision  (i)  of  this  subpara¬ 
graph,  shall  be  made  to  the  inventory  of 
such  member. 

( 3 )  Addition  and  recovery  of  initial  in¬ 
ventory  amount.  Each  selling  member 
shall  treat  as  an  initial  inventory  amount 
its  share  of  the  net  amount  by  which  the 
inventories  of  all  members  are  increased 
pursuant  to  subparagraph  (2)  (i)  of  this 
paragraph  for  the  first  taxable  year  to 
which  this  section  applies.  A  member’s 
share  shall  be  such  net  amount  mul¬ 
tiplied  by  a  fraction,  the  numerator  of 
which  is  its  initial  inventory  amount 
(computed  under  paragraph  (b)  as  if 
such  taxable  year  were  its  first  consoli¬ 
dated  return  year) ,  and  the  denominator 
of  which  is  l^e  sum  of  such  initial  in¬ 
ventory  amounts  of  all  members.  Such 
Initial  inventory  amount  shall  be  added 
to  the  income  of  such  selling  monber 
and  shall  be  recovered  at  the  time  and  bi 


the  manner  prescribed  in  paragraphs  (b) 
and  (c)  of  this  section. 

(4)  Example.  The  provisions  of  this 
paragraph  may  be  illustrated  by  the  fol¬ 
lowing  example : 

Example.  (1)  Ck>rporations  P,  S,  and  T 
file  consolidated  returns  for  calendar  1946, 
tutvlng  filed  consolidated  returns  contlnu- 
otuly  since  1062.  P  Is  a  wholesale  distribu¬ 
tor  of  groceries  selling  to  chains  of  super- 
nuirkets,  including  those  owned  by  S  and 
T.  The  opening  Inventories  of  S  and  T 
for  1962  were  reduced  by  $40,(X)0  and  $80,000, 
respectively,  pursuant  to  paragraph  (b)  of 
1  1.1502-SOA.  At  the  close  of  1965,  8  and  T 
have  on  hand  In  their  Inventories  goods  on 
which  P  derived  profits  of  $80,000  and  $90,- 
000,  respectively.  The  Inventories  of  S  and 
T  at  the  close  of  1966  Include  goods  which 
they  purchased  from  P  during  the  year  on 
which  P  derived  profits  of  $85,000  and  $105,- 
000,  respectively. 

(11)  The  opening  Inventories  of  S  and  T 
for  1966,  the  first  year  to  which  this  section 
i4>plles,  are  Increased  by  $40,000  and  $80,000, 
respectively,  pursuant  to  the  provisions  of 
subparagraph  (2)(1)  of  this  paragraph. 
P  wUl  take  Into  account  (as  provided  In 
paragrai^s  (b)  and  (c)  of  this  section)  an 
Initial  Inventory  amount  of  $120,000  as  of 
the  beginning  of  1966,  the  net  amount  by 
which  the  inventories  of  S  and  T  were  In¬ 
creased  In  such  year.  Since  the  Increases  In 
the  Inventories  of  8  and  T  are  the  maximum 
allowable  under  paragraph  (c)  of  I  1.1502- 
39A  (l.e.,  the  amount  by  which  such  Inven¬ 
tories  were  originally  decreased),  no  further 
adjustments  will  be  made  pursuant  to  sub- 
paragraph  (2)  (11)  of  this  paragraph  to  such 
inventories  In  the  event  that  separate  re¬ 
turns  are  subsequently  filed. 

(5)  Election  not  to  eliminate.  If  a 
group  filed  a  consolidated  return  for  the 
taxable  year  immediately  preceding  the 
first  taxable  year  to  which  this  section 
applies,  and  for  such  preceding  year  the 
members  of  the  group  did  not  eliminate 
gain  or  loss  on  intercompany  Inventory 
transactions  pursuant  to  the  adoption 
under  8  1.1502-31A(b)  (1)  of  a  consistent 
accounting  practice  taking  into  account 
such  gain  or  loss,  then  for  purpojses  of 
this  section  each  member  shall  be  treated 
as  if  it  had  filed  a  separate  return  for 
such  immediately  preceding  year. 

§§  1.1502-19  and  1.1502-20  [Re¬ 
served] 

COMPUTATION  or  CONSOLIDATED  ITEMS 

§  1.1502—21  Consolidated  net  operating 
loss  deduction. 

(a)  In  general.  The  consolidated  net 
operating  loss  deduction  shall  be  an 
amount  equal  to  the  aggregate  of  the 
consolidate  net  (HMratlng  loss  carry¬ 
overs  and  carrybacks  to  the  taxable  year 
(as  determined  under  paragraph  (b)  of 
this  section) . 

(b)  Consolidated  net  operating  loss 
carryovers  and  carrybacks — (1)  In  gen¬ 
eral.  The  consolidated  net  operating 
loss  carryovers  and  carrybacks  to  the 
taxable  year  shall  consist  of  any  consoli¬ 
dated  net  operating  losses  (as  determined 
under  paragraph  (f)  of  this  section)  of 
the  group,  plus  any  net  operating  losses 
sustained  by  members  of  the  group  in 
separate  return  years,  which  may  be  car¬ 
ried  over  or  back  to  the  taxable  year 
under  the  principles  of  section  172(b). 
However,  such  consolidated  carryovers 


and  carrybacks  shall  not  include  any 
consolidated  net  operating  loss  appor¬ 
tioned  to  a  corporation  for  a  separate 
return  year  pursuant  to  paragraph  (a) 
of  8  1.1502-79,  and  shall  be  subject  to  the 
limitations  contained  in  paragraphs  (c), 

(d),  and  (e)  of  this  section  and  to  the 
limitation  contained  in  8  1.1502-15. 

(2)  Rules  for  applying  section  172(b) 
(1) — (i)  Regulated  transportation  cor¬ 
porations.  For  purposes  of  applying  sec¬ 
tion  172(b)(1)(C)  (relating  to  net  op¬ 
erating  losses  sustained  by  regulated 
transportation  corporations) ,  in  the  case 
of  a  consolidated  net  operating  loss  sus¬ 
tained  in  a  taxable  year  for  which  a 
member  of  the  group  was  a  regulated 
transportation  corporation  (as  defined  in 
section  172(J)(1)),  the  portion,  if  any. 
of  such  consolidate  net  operating  loss 
which  is  attributable  to  such  corporation 
(as  determine  under  paragraph  (a)  (4) 
of  8  1.1502-79)  shall  be  a  carryover  to  the 
sixth  taxable  year  following  the  loss  year 
only  if  such  corporation  is  a  regulate 
transportation  corporation  for  such  sixth 
year,  and  shall  be  a  carryover  to  the 
seventh  taxable  year  following  the  loss 
year  only  if  such  corporation  is  a  regu¬ 
late  transportation  corporation  for  both 
such  sixth  and  seventh  years. 

(ii)  Trade  expansion  losses.  In  the 
case  of  a  carryback  of  a  consolidate  net 
operating  loss  from  a  taxable  year  for 
which  a  member  of  the  group  has  been 
issue  a  certification  under  section  317 
of  the  'Trade  Expansion  Act  of  1962  and 
with  respect  to  which  the  requirements 
of  section  172(b)  (3)  (A)  have  been  met, 
section  172(b)  (1)  (A)  (il)  shall  apply  only 
to  the  portion  of  such  consolidate  net 
operating  loss  attributable  to  such  mem¬ 
ber. 

(ill)  Foreign  expropriation  losses.  An 
election  under  section  172(b)  (3)  (C)  (re¬ 
lating  to  10-year  carryover  of  portion  of 
net  operating  loss  attributable  to  a  for¬ 
eign  expropriation  loss)  may  be  made 
for  a  consolidate  return  year  only  if 
the  siun  of  the  foreign  expropriation 
losses  (as  define  in  section  172(k))  of 
the  members  of  the  group  for  such  year 
equals  or  exceeds  50  percent  of  the  con¬ 
solidate  net  operating  loss  for  such 
year.  If  such  election  is  made,  the 
amount  which  may  be  carrie  over  under 
section  172(b)  (IXD)  is  the.  smaller  of 
(a)  the  sum  of  such  foreign  expropria¬ 
tion  losses,  or  (b)  the  consolidate  net 
operating  loss. 

(3)  Absorption  rules.  For  purposes 
of  determining  the  amount,  if  any,  of  a 
net  operating  loss  (whether  consolidate 
or  separate)  which  can  be  carrie  to  a 
taxable  year  (consolidate  or  separate), 
the  amount  of  such  net  operating  loss 
which  is  absorbe  ir.  a  prior  consolidate 
return  year  imder  section  172(b>  (2)  shall 
be  determine  by — 

(1)  Applying  all  net  operating  losses 
which  can  be  carrie  to  such  prior  year 
in  the  order  of  the  taxable  years  in  which 
such  losses  were  sustaine,  beginning 
with  the  taxable  year  which  ends  earli¬ 
est,  and 

(ii)  Applying  all  juch  losses  which  can 
be  carrie  to  such  prior  year  from  tax¬ 
able  years  ending  on  the  same  date  on 
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a  pro  rata  basis,  except  that  any  portion 
of  a  net  operating  loss  attributable  to  a 
foreign  expropriation  loss  to  which  sec¬ 
tion  172(b)(1)(D)  applies  shall  be  ap¬ 
plied  last. 

(c)  Limitation  on  net  operating  loss 
carryovers  and  carrybacks  from  separate 
return  limitation  years — (1)  General 
rule.  In  the  case  of  a  net  operating  loss 
of  a  member  of  the  group  arising  in  a 
separate  return  limitation  year  (as  de¬ 
fined  In  paragraph  (f)  of  S  1.1502-1)  of 
such  member  (and  in  a  separate  return 
limitation  year  of  any  predecessor  of 
such  member),  the  amount  which  may 
be  Included  under  paragraph  (b)  of  this 
section  (computed  without  regard  to 
the  limitation  contained  In  paragraph 

(d)  of  this  section)  in  the  consoli¬ 
dated  net  operating  loss  carryovers  and 
carrybacks  to  a  consolidated  return  year 
of  the  group  shall  not  exceed  the  amount 
determined  under  subparagraph  (2)  of 
this  paragraph. 

(2)  Computation  of  limitation.  The 
amount  referred  to  in  subparagraph  (1) 
of  this  paragraph  with  respect  to  a 
member  of  the  group  is  the  excess,  if  any, 
of — 

(i)  Consolidated  taxable  income 
(computed  without  regard  to  the  consoli¬ 
dated  net  operating  loss  deduction), 
minus  such  consolidated  taxable  income 
recomputed  by  excluding  the  items  of 
income  and  deduction  of  such  member, 
over 

(il)  The  net  operating  losses  attrib¬ 
utable  to  such  member  which  may  be 
carried  to  the  consolidated  return  year 
arising  in  taxable  years  ending  prior  to 
the  particular  separate  return  limitation 
year. 

(3)  Examples.  The  provisions  of  this 
paragraph  and  paragraphs  (a)  and  (b) 
of  this  section  may  be  illustrated  by  the 
following  examples: 

Example  (1).  (1)  Corporation  P  formed 

corporations  S  and  T  on  January  1,  1065. 
P,  8,  and  T  filed  separate  returns  for  the 
calendar  year  1965,  a  year  for  which  an  elec¬ 
tion  under  section  1562  was  effective.  Ts 
return  for  that  year  reflected  a  net  operat¬ 
ing  loss  of  $10,000.  The  group  filed  a  con¬ 
solidated  return  for  1966  reflecting  consoli¬ 
dated  taxable  Income  of  $30,000  (computed 
without  regard  to  the  consolidated  net  op¬ 
erating  loss  deduction).  Among  the  trans¬ 
actions  occurring  dwlng  1966  were  the  fol¬ 
lowing: 

(a)  P  sold  goods  to  T  deriving  deferred 
profits  of  $7,000  on  such  sales.  $2,000  of  which 
was  restored  to  consolidated  taxable  Income 
on  the  sale  of  such  goods  to  outsiders; 

(b)  T  sold  a  machine  to  8  deriving  a  de¬ 
ferred  proflt  of  $5,000,  $1,000  of  which  was 
restored  to  consolidated  taxable  Income  as 
a  result  of  S's  depreciation  deductions; 

(c)  T  distributed  a  $3,000  dividend  to  P; 
and 

(d)  In  addition  to  the  transactions  de¬ 
scribed  above,  T  had  other  taxable  Income 
of  $6,000. 

(11)  The  carryover  of  Ts  1965  net  operat¬ 
ing  loss  to  1966  Is  subject  to  the  llmiutlon 
contained  In  this  paragraph,  since  1965  was 
a  separate  return  limitation  year  (an  election 
under  section  1562  was  effective  for  such 
year).  Thus,  only  $7,000  of  Ts  $10,000  net 
operating  loss  is  a  consolidated  net  operating 
loss  carryover  to  1966,  since  such  carryover 
Is  limited  to  consolidated  taxable  income 
(computed  without  regard  to  the  consoli¬ 


dated  net  operating  loas  deduction) ,  $30,000, 
minus  such  consolidated  taxable  Income  re¬ 
computed  by  excluding  the  items  of  Income 
and  deduction  of  T,  $23,000  (l.e.,  consolidated 
taxable  Incmne  computed  without  regard  to 
the  $1,000  restoration  oi  Ts  deferred  gain 
and  T’s  $6,000  of  other  Income).  In  making 
such  recomputation,  no  change  Is  made  in 
the  effect  on  consolidated  taxable  Income 
of  P’s  sale  to  T,  or  of  the  dividend  from 
TtoP. 

Example  (2).  (1)  Corporation  P  was 

formed  on  January  1,  1966.  P  filed  separate 
returns  for  the  calendar  years  1966  and  1967 
reflecting  net  operating  losses  of  $4,000  and 
$12,000,  respectively.  P  p\irchased  corpora¬ 
tion  S  on  March  15.  1967.  8  was  formed  on 
February  1,  1966,  and  filed  a  separate  return 
for  the  taxable  year  ending  January  31,  1967. 
S  also  filed  a  short  period  return  for  the 
period  from  February  1  to  December  31,  1967, 
and  Joined  with  P  In  filing  a  consolidated  re¬ 
turn  for  1968.  8  sustained  net  operating 

losses  of  $5,000  and  $6,000  for  Its  taxable  years 
ending  January  31,  1967,  and  December  31, 
1967,  respectively.  An  election  under  section 
1562  was  not  effective  for  P  and  8  during  the 
period  involved.  Consolidated  taxable  In¬ 
come  for  1968  (computed  without  regard  to 
the  consolidated  net  operating  loas  deduc¬ 
tion)  was  $16,000;  such  consolidated  taxable 
income  recomputed  by  disregarding  the  Items 
of  Income  and  deduction  of  S  was  $9,000. 

(11)  In  order  of  time,  the  following  losses 
are  absorbed  In  1968: 

(a)  P's  $4,000  net  operating  loss  for  the 
calendar  year  1966  (such  loss  Is  not  subject 
to  the  limitation  contained  In  this  para¬ 
graph  since  P  Is  the  common  parent  corpora¬ 
tion  for  1968): 

(b)  S’s  $5,000  net  operating  loss  for  the 
year  ended  January  31,  1967.  Such  loss  is 
subject  to  the  limitation  contained  In  this 
paragraph,  since  8  was  not  a  member  of  the 
group  on  each  day  of  such  year.  However, 
such  loss  can  be  carried  over  and  absorbed 
in  full  since  such  limitation  Is  $7,000  (con¬ 
solidated  taxable  income  computed  without 
regard  to  the  consolidated  net  operating  loss 
deduction,  $16,000,  minus  such  consolidated 
taxable  Income  recomputed.  $9,000);  and 

(c)  $6,000  of  P’s  net  operating  loss  and 
$1,000  of  S’s  net  operating  loss  for  the  tax¬ 
able  years  ending  December  31,  1967.  This 
is  determined  by  applying  the  losses  from 
such  year  which  can  be  carried  to  1968  (P’s 
$12,000  loss  and  $2,000  of  S’s  $6,000  loss,  since 
such  $6,000  loss  is  limited  under  this  para¬ 
graph)  on  a  pro  rata  basis  against  the 
amount  of  such  losses  which  can  be  absorbed 
In  that  year,  $7,000  (consolidated  taxable 
income  of  $16,000  less  the  $9,000  of  losses 
absorbed  from  prior  years).  The  carryover 
of  S’s  loss  to  1968  Is  subject  to  the  limitation 
contained  in  that  paragraph,  since  8  was  not 
a  member  of  the  group  on  each  day  of  Its 
taxable  year  ending  December  31, 1967.  Such 
loss  is  limited  to  $2,000,  the  excess  of  $7,000 
(as  determined  under  (11)  (b))  over  $5,000 
(S’s  carryover  from  the  year  ended  January 
31,  1967).  If  a  consolidated  return  Is  filed 
in  1969,  the  consolidated  net  operating  loss 
carryovers  will  consist  of  P'S  unabsorbed  loss 
of  $6,000  ($12,000  minus  $6,000)  from  1967 
and,  subject  to  the  limitation  contained  In 
this  paragraph,  S’s  unabsorbed  loss  of  $5,000 
($6,000  minus  $1,000)  from  Its  year  ended 
December  31,  1M7. 

(d)  Limitation  on  carryovers  where 
there  has  been  a  consolidated  return 
change  of  ownership — (1)  General  rule. 
If  a  consolidated  return  change  of  own¬ 
ership  (as  defined  in  paragraph  (g)  of 
S  1.1502-1)  occurs  during  the  taxable 
year  or  an  earlier  taxable  year,  the 
amount  which  may  be  included  under 
paragraph  (b)  of  this  section  in  the  con¬ 
solidated  net  operating  loss  carryovers  to 


the  taxable  year  with  respect  to  the  ag¬ 
gregate  of  the  net  operating  losses  attrib¬ 
utable  to  old  members  of  the  group 
(as  defined  in  paragraph  (g)  (3)  of 
S  1.1502-1)  arising  in  taxable  years  (con¬ 
solidated  or  separate)  ending  on  the 
same  day  and  before  the  taxable  year  in 
which  the  consolidated  return  change  of 
ownership  occurred  shall  not  exceed  the 
amount  determined  under  subparagraph 

(2)  of  this  paragraph. 

(2)  Computation  of  limitation.  The 
amount  referred  to  in  subparagraph  (1) 
of  this  paragraph  shall  be  the  excess  of — 

(i)  The  consolidated  taxable  income 
for  the  taxable  year  (determined  with¬ 
out  regard  to  the  consolidated  net  operat¬ 
ing  loss  deduction)  recomputed  by  in¬ 
cluding  only  the  items  of  income  and  de¬ 
duction  of  the  old  members  of  the  group, 
over 

(ii)  The  sum  of  the  net  operating 
losses  attributable  to  the  old  members  of 
the  group  which  may  be  carried  to  the 
taxable  year  arising  in  taxable  years  end¬ 
ing  prior  to  the  particular  loss  year  or 
years. 

(3)  Example.  The  provisions  of  this 
paragraph  may  be  illustrated  by  the  fol¬ 
lowing  example: 

Example.  (1)  Corporation  P  la  formed 
on  January  1,  1967,  and  on  tbe  same  day  It 
forms  corporation  S.  P  and  8  file  a  con¬ 
solidated  return  fw  the  calendar  year  1967, 
reflecting  a  consolidated  net  operating  loss 
of  $500,000.  On  January  1,  1968,  Individual 
X  piirchases  all  of  the  outstanding  stock  of 
P.  X  subsequently  contributes  $1,000,000  to 
P  and  P  purchases  the  stock  of  cwporatlon 
T.  P,  8.  and  T  file  a  consolidated  return  for 
1968  reflecting  consolidated  taxable  Income 
of  $600,000  (computed  without  regard  to  the 
consolidated  net  operating  loss  deduction). 
Such  consolidated  taxable  Income  recom¬ 
puted  by  Including  only  the  items  of  Income 
and  deduction  of  P  and  8  Is  $360,000. 

(11)  Since  a  consolidated  return  change 
of  ownership  took  place  In  1968  (there  was 
more  than  a  60  percent  change  of  ownership 
of  P).  the  amount  of  the  consolidated  net 
operating  loss  from  1967  which  can  be 
carried  over  to  1968  la  limited  to  $350,000, 
the  excess  of  $350,000  (consolidated  taxable 
Income  recomputed  by  Including  only  the 
Items  of  Income  and  deduction  of  the  old 
members  of  the  group,  P  and  8)  over  zero 
(the  amount  of  the  consolidated  net  oper¬ 
ating  loss  carryovers  attributable  to  the  old 
members  of  the  group  arising  In  taxable 
years  ending  before  1M7). 

(e)  Limitations  on  net  operating  loss 
carryovers  under  section  382 — (1) 
Section  382(a).  (i)  If  at  the  end  of 
a  taxable  year  (consolidated  or  sep¬ 
arate)  there  has  been  an  increase  in 
ownership  of  the  stock  of  the  common 
parent  of  a  group  (within  the  meaning 
of  section  382(a)(1)  (A)  and  (B)),  and 
any  member  of  the  group  has  not  con¬ 
tinued  to  carry  on  a  trade  or  business 
substantially  the  same  as  that  conducted 
before  any  such  increfoe  (within  the 
meaning  of  section  382(a)  (1)  (C) ) ,  then 
the  portion  of  any  consolidated  net  oper¬ 
ating  loss  sustained  in  prior  taxable 
years  attiibutaUe  to  such  member  (as 
determined  under  paragraph  (a)(3)  of 
8  1.1502-79)  shall  not  be  allowed  as  a 
carryover  to  such  taxable  year  or  to  any 
subsequent  taxable  year. 

(ii)  If  the  provisions  of  section  382(a) 
disallow  the  deduction  of  a  net  operating 
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loss  carryover  from  a  separate  return 
year  of  a  member  of  the  group  to  a  sub¬ 
sequent  taxable  year,  no  amount  shall  be 
included  under  paragraph  (b)  of  this 
section  as  a  consolidated  net  operating 
loss  carryover  to  such  a  subsequent  con¬ 
solidated  return  year  with  req^ect  to 
such  separate  return  year  of  such  mem¬ 
ber. 

(ili)  The  provisions  of  this  sulH>ara- 
graph  may  be  illustrated  by  the  follow¬ 
ing  example: 

example.  P,  8,  and  T  file  a  consolidated 
return  tor  the  calendar  year  1909.  reflecting 
a  consolidated  net  operating  loss  attributable 
In  port  to  each  member.  P  owns  80  percent 
of  S’s  stock  and  8  owns  80  percent  of  Ts 
stock.  On  January  1,  1970,  A  purchases  50 
percent  of  P’s  stock.  During  1970  Ts  busi¬ 
ness  Is  discontinued.  Since  there  has  been 
a  60  percentage  point  Increase  In  ownership 
of  P.  the  common  parent  of  the  group,-  and 
since  T  has  not  continued  to  carry  on  the 
same  trade  or  business  after  such  Increase, 
the  portion  of  the  1960  consolidated  net  op¬ 
erating  loss  attributable  to  T  shall  not  be 
Included  in  any  net  operating  loss  deduction 
for  1970  or  for  any  subsequent  taxable  years, 
whether  consolidated  or  separate. 

(2)  Section  382(b).  If  a  net  operat¬ 
ing  loss  carryover  from  a  separate  return 
year  of  a  predecessor  of  a  member  of  the 
group  to  the  taxable  year  is  reduced  un¬ 
der  the  provisions  of  section  382(b),  the 
amount  included  imder  paragraph  (b) 
of  this  section  with  respect  to  such  pred¬ 
ecessor  shall  be  so  reduced. 

(f)  Consolidated  net  operating  loss. 
The  consolidated  net  operating  loss  shall 
be  determined  by  taking  into  account  the 
following: 

(1)  The  separate  taxable  income  (as 
determined  ui^der  S  1.1502-12)  of  each 
member  of  the  group,  computed  without 
regard  to  any  deduction  under  section 
242; 

(2)  Any  consolidated  net  capital  gain; 

(3)  Any  consolidated  section  1231  net 
loss; 

(4)  Any  consolidated  charitable  con¬ 
tributions  deduction ; 

(5)  Any  consolidated  dividends  re¬ 
ceived  deduction  (determined  under 
S  1.1502-26  without  regard  to  paragraph 

(a)(2)  of  that  section);  and 

(6)  Any  consolidated  section  247  de¬ 
duction  (determined  under  8  1.1502-27 
without  regard  to  paragraph  (a)(1)  (11) 
of  that  section) . 

§  1.1502—22  Connolidated  net  capital 
gain  or  loos. 

(a)  Computation — (1)  Consolidated 
net  capital  gain.  The  consolidated  net 
capital  gain  tor  the  taxable  year  shall 
be  determined  by  taking  Into  account — 

(1)  The  aggregate  of  the  capital  gains 
and  losses  (determined  without  regard 
to  gains  or  losses  to  which  section  1231 
applies  or  net  capital  loss  carryovers) 
of  the  members  of  the  group  for  the  con¬ 
solidated  return  year, 

(ii)  TThe  consolidate  section  1231  net 
gain  for  such  year  (computed  in  accord¬ 
ance  vrlth  1  1.1502-23),  and 

(iii)  The  consolidated  net  capital  loss 
carryovers  to  such  year  (as  (tetermined 
under  paragraph  (b)  of  this  sectlcm) . 

(2)  ConsoUdated  net  empital  iou.  The 
consolidated  net  capital  loss  shall  be  de¬ 


termined  under  subparagraph  (1)  of  this 
paragraph  but  without  regard  to  sub¬ 
division  (ili)  thereof. 

(3)  Special  rules.  For  purposes  of  this 
section,  capital  gains  and  losses  on  inter¬ 
company  transactions  and  transactions 
with  respect  to  stock,  bonds,  and  other 
obligations  of  a  member  of  the  group 
shall  be  reflected  as  provided  In 
88  1.1502-13,  1.1502-14.  and  1.1502-19. 
and  capital  losses  shall  be  limited  as 
provided  in  8  1.1502-15. 

(4)  [Reserved] 

(5)  Example.  The  provisions  of  this 
paragraph  may  be  Illustrated  by  the  fol¬ 
lowing  example: 

Example.  (1)  Corporations  P.  8.  and  T 
file  consolidated  retiims  on  a  calendar  year 
basis  for  1966  and  1967.  The  members  bad 
the  following  transactions  Involving  capital 
assets  during  1967:  P  sold  an  asset  with  a 
$10,000  basis  to  8  for  $17,000  and  none  of  the 
circumstances  of  restoration  described  In 
paragraph  (d).  (e),  or  (f)  of  i  1.1502-13  oc¬ 
curred  by  the  end  of  the  consolidated  return 
year;  8  sold  an  asset  to  Individual  A  for 
$7,000  which  8  had  purchased  during  1966 
from  P  for  $10,000,  and  with  respect  to 
which  P  had  deferred  a  gain  of  $3X>00;  T  sold 
an  asset  with  a  basis  of  $10,000  to  Individual 
B  for  $25,000.  The  group  has  a  consolidated 
net  capital  loss  carryover  to  the  taxable  year 
of  $10,000. 

(11)  The  consolidated  net  capital  gain  of 
the  group  Is  $4,000,  determined  as  follows:  P's 
net  capital  gain  of  $2,000,  representing  the 
deferred  gain  on  the  sale  to  8  during  the  tax¬ 
able  year  1966,  restored  Into  Income  during 
taxable  year  1967  (the  $7,000  gain  on  P’s  de¬ 
ferred  Intercompany  transaction  Is  not  taken 
Into  accoimt  for  the  current  year),  plus  T’s 
net  capital  gain  of  $16,000,  minus  S’s  net 
capital  loss  of  $3,000  and  the  consolidated 
net  capital  loss  carryover  of  $10,000. 

(b)  Consolidated  net  capital  loss  car¬ 
ryovers — (1)  In  general.  The  consoli¬ 
dated  net  capital  loss  carryovers  to  the 
taxable  year  shall  consist  of  any  consoli¬ 
dated  net  capital  losses  of  the  group,  plus 
any  net  capital  losses  of  members  of  the 
group  arising  in  separate  return  years  of 
such  members,  which  may  be  carried  to 
the  taxable  year  under  the  principles  of 
section  1212(a).  However,  such  consoli¬ 
dated  carryovers  shall  not  include  any 
consolidated  net  capital  loss  apportioned 
to  a  corporation  for  a  separate  return 
year  pursuant  to  paragraph  (b)  of 
8  1.1502-79  and  shall  be  subject  to  the 
limitations  cor\tained  in  paragraphs  (c) 
and  (d)  of  this  section.  For  purposes  of 
section  1212(a)(1),  the  portion  of  any 
consolidated  net  capital  loss  for  any  tax¬ 
able  year  attributable  to  a  foreign  ex¬ 
propriation  capital  loss  is  the  amount 
of  the  foreign  expropriatkin  capital  losses 
of  all  the  members  for  such  year  (but 
not  in  excess  of  the  consolidated  net  capi¬ 
tal  loss  for  such  year) . 

(2)  Absorption  rules.  For  purposes  of 
determining  the  amount.  If  any,  of  a  net 
capital  loss  (whether  consolidate  or  sep¬ 
arate)  which  can  be  carried  to  a  tax¬ 
able  year  (consolidated  or  separate) .  the 
amount  of  such  net  capital  loss  which  is 
absorbed  in  a  prim:  consolidated  return 
year  under  secUon  1212(a)(1)  shall  be 
determined  by — 

(i)  Applying  all  net  capital  losses 
which  can  be  carried  to  such  prkM’  year 
in  the  order  of  the  taxable  years  In  which 


such  losses  were  sustained,  beginning 
with  the  taxable  year  which  ends  earilest, 
and 

(il)  Applying  all  such  losses  which  can 
be  carried  to  such  prior  year  from  taxabli 
years  ending  on  the  same  date  on  a  pro¬ 
rata  basis,  except  that  any  portion  of  a 
net  capital  loss  attributable  to  a  foreign 
expropriation  capital  loss  to  which  sec¬ 
tion  1212(a)(1)(B)  applies  shall  be  ap¬ 
plied  last. 

(c)  Limitation  on  net  capital  loss 
carryovers  from  separate  return  limita¬ 
tion  years — (1)  General  rule.  In  the 
case  of  a  net  capital  loss  of  a  member  of 
the  group  arising  in  a  separate  return 
limitation  year  (as  deflned  in  paragraph 
(f)  of  8  1.1502-1)  of  such  member  (and 
in  a  separate  return  limitation  year  of 
any  predecessor  of  such  member),  the 
amount  that  may  be  included  under  par- 
agrtqjh  (b)  of  this  section  (computed 
without  regard  to  the  limitation  con¬ 
tained  in  paragraph  (d)  of  this  section) 
shall  not  exceed  the  amount  determined 
under  subparagraph  (2)  of  this  para¬ 
graph. 

(2)  Computation  of  limitation.  The 
sunount  referred  to  in  subparagraph  (1) 
of  this  paragraph  with  respect  to  a  mem¬ 
ber  of  the  group  is  the  excess,  if  any. 
of — 

(1)  The  consolidated  net  capital  gain 
for  the  taxable  year  (computed  without 
regard  to  any  net  capital  loss  carry¬ 
overs)  .  minus  such  consolidated  net 
capital  gain  for  the  taxable  year  recom¬ 
puted  by  excluding  the  capital  gains  and 
losses  and  the  gains  and  losses  to  which 
section  1231  applies  of  such  member, 
over 

(ii)  The  net  capital  losses  attributable 
to  such  member  which  can  be  carried  to 
the  taxable  year  arising  in  taxable  years 
ending  prior  to  the  particular  separate 
return  limitation  year. 

(d)  Limitation  on  capital  loss  carry¬ 
overs  where  there  has  been  a  consolidated 
return  change  of  ownership — (1)  Gen¬ 
eral  rule.  It  a  consolidated  return 
change  of  ownership  (as  deflned  in  para¬ 
graph  (g)  of  8  1.1502-1)  occurs  during 
the  taxable  year  or  an  earlier  taxable 
year,  the  amount  which  may  be  Included 
under  paragraph  (b)  of  this  section  in 
the  consolidated  net  capital  loss  carry¬ 
overs  to  the  taxable  year  with  respect  to 
the  aggregate  of  the  net  capital  losses 
attributable  to  old  members  of  the  group 
(as  deflned  in  paragraph  (g)(3)  of 
8  1.1502-1)  arising  in  taxable  years  (con¬ 
solidated  or  separate)  ending  on  the 
same  day  and  before  the  taxable  year  in 
which  the  consolidated  return  change 
of  ownership  occurred  shall  not  exceed 
the  amount  determined  imder  subpara¬ 
graph  (2)  of  this  paragraph. 

(2)  Computation  of  limitation.  The 
amoimt  referred  to  in  subparagraph  (1) 
of  this  paragnqih  shall  be  the  excess 
of — 

(i)  The  consolidated  net  capital  gain 
(determined  without  regard  to  any  net 
capital  loss  carryovers  for  the  taxable 
year)  recompute  by  including  only 
capital  gains  and  losses  and  gains  and 
losses  to  which  section  1231  applies  of 
the  old  members  of  the  group,  over 
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(il)  The  aggregate  net  capital  losses 
attributable  to  the  old  members  of  the 
group  which  may  be  carried  to  the  tax¬ 
able  year  arising  in  taxable  years  end¬ 
ing  prior  to  the  particular  loss  year  or 
years. 

§  1.1502—23  Consolidated  section  1231 
net  gain  or  loss. 

The  consolidated  section  1231  net  gain 
or  loss  for  the  taxable  year  shall  be  de¬ 
termined  by  taking  into  account  the  ag¬ 
gregate  of  the  gains  and  losses  to  which 
section  1231  applies  of  the  members  of 
the  group  for  the  consolidated  return 
year.  Section  1231  gains  and  losses  on 
intercompany  transactions  shall  be  re¬ 
flected  as  provided  in  §  1.1502-13.  Sec¬ 
tion  1231  losses  shall  be  limited  as  pro¬ 
vided  in  §  1.1502-15. 

§  1.1502—24  Consolidated  charitable 
contributions  deduction. 

^a)  Determination  of  amount  of  con¬ 
solidated  charitable  contributions  deduc¬ 
tion.  The  deduction  allowed  by  section 
170  for  the  taxable  year  shall  be  the 
lesser  of — 

(1)  The  aggregate  deductions  of  the 
members  of  the  group  allowable  imder 
section  170  (determined  without  regard 
to  section  170(b)(2)),  plus  the  consoli¬ 
dated  charitable  contribution  carryovers 
to  such  year,  or 

(2)  Five  percent  of  the  adjusted  con¬ 
solidated  taxable  income  as  determined 
under  paragraph  (c)  of  this  section. 

(b)  Carryover  of  excess  charitable 
contributions.  The  consolidated  chari¬ 
table  contribution  carryovers  to  any 
consolidated  return  year  shall  consist  of 
any  excess  consolidated  charitable  con¬ 
tributions  of  the  group,  plus  any  excess 
charitable  contributions  of  members  of 
the  group  arising  in  separate  return 
years  of  such  members,  which  may  be 
carried  over  to  the  taxable  year  under 
the  principles  of  section  170(b)  (2)  and 

(3).  However,  such  consolidated  carry¬ 
overs  shall  not  include  any  excess  chari¬ 
table  contributions  api>ortioned  to  a  cor¬ 
poration  for  a  separate  return  year  pur¬ 
suant  to  paragraph  (e)  of  §  1.1502-79. 

(c)  Adjusted  consolidated  taxable  in¬ 
come.  For  purposes  of  this  section,  the 
adjusted  consolidated  taxable  income  of 
the  group  for  any  consolidated  return 
year  shall  be  the  consolidated  taxable  in¬ 
come  computed  without  regard  to  this 
.section,  section  242,  section  243(a)  (2) 
and  (3),  §  1.1502-25,  §  1.1502-26,  and 
§  1.1502-27,  and  without  regard  to  any 
consolidated  net  operating  loss  carry¬ 
backs  to  such  year. 

§  1.1502-25  IReserved] 

§  1.1.502—26  ConM>lidaled  dividends  re¬ 
ceived  deduct  iun. 

<a)  In  general.  The  consolidated 
dividends  received  deduction  for  the  tax¬ 
able  year  shall  be  the  lesser  of — 

(1)  The  aggregate  of  the  deductions 
of  the  members  of  the  group  allowable 
under  sections  243(a)(1),  244(a)  and 
245  (computed  without  regard  to  the 
limitation  provided  in  section  246(b)), 
or 

(2)  85  percent  of  the  consolidated 
taxable  income  computed  without  regard 


to  the  consolidated  net  operating  loss 
deduction,  consolidated  section  247 
deduction,  and  the  consolidated  divi¬ 
dends  received  deduction. 

Subparagraph  (2)  of  this  paragraph 
shall  not  apply  for  any  consolidated  re¬ 
turn  year  for  which  there  is  a  consoli¬ 
dated  net  operating  loss.  (See  para¬ 
graph  (f)  of  §  1.1502-21  for  the  defini¬ 
tion  of  a  consolidated  net  operating 
loss.) 

(b)  Intercompany  dividends.  The 
amount  determined  under  paragraph  (a) 
of  this  section  shall  be  determined  with¬ 
out  regard  to  dividends  received  from 
other  members  of  the  group  during  a 
consolidated  return  year.  (See  para¬ 
graph  (a)  (1)  of  §  1.1502-14  for  rules  re¬ 
lating  to  intercompany  dividends.) 

(c)  Examples.  The  provisions  of  this 
section  may  be  illustrate  by  the  follow¬ 
ing  examples: 

Example  tit.  Corporations  P,  S,  and  S-1 
Died  a  consolidated  return  for  the  calendar 
year  1966  showing  consolidated  taxable  In¬ 
come  of  $100,000  (determined  without  regard 
to  the  consolidated  net  operating  lose  deduc¬ 
tion,  consolidated  dividends  received  deduc¬ 
tion,  and  the  consolidated  section  247  deduc¬ 
tion).  Such  corporations  received  dividends 
during  such  year  from  nonmember  domestic 
corporations  as  follows: 

(Corporation:  Dividends 

P .  $6,000 

S . . 10,000 

s-1 . 34,000 

Total .  50,000 

The  dividends  received  deduction  allowable 
to  each  member  under  section  243(a)(1) 
(computed  without  regard  to  the  limitation 
In  section  246(b) )  Is  as  follows:  P  has  $5,100 
(85  percent  of  $6,000),  S  has  $8,500  (  85  per¬ 
cent  of  $10,000),  and  S-1  has  $28,900  (  85  per¬ 
cent  of  $34,000),  or  a  total  of  $42,500.  Since 
$42,500  Is  less  than  $85,000  (85  percent  of 
$100,000),  the  consolidated  dividends  re¬ 
ceived  deduction  Is  $42,500. 

Example  (2).  Assume  the  same  facts  as 
In  example  (1)  except  that  consolidated  tax¬ 
able  Income  (computed  without  regard  to  the 
consolidated  net  operating  loss  deduction, 
consolidated  dividends  received  deduction, 
and  the  consolidated  section  247  deduction) 
was  $40,000.  The  aggregate  of  the  dividends 
received  deductions,  $42,500,  computed  with¬ 
out  regard  to  section  246(b),  results  in  a 
consolidated  net  operating  loss  of  $2,500. 
See  section  172(d)  (6).  Therefore,  paragraph 
(a)  (2)  of  this  section  does  not  apply  and 
the  consolidated  dividends  received  deduc¬ 
tion  Is  $42,500. 

§  1.1502—27  (4)nM»lt<lMlecl  serlioii  247 
dedurliun. 

(a)  Amount  of  deduction.  The  con¬ 
solidated  section  247  deduction  for  the 
taxable  year  shall  be  an  amount  com¬ 
puted  as  follows: 

(1)  First,  determine  the  amount 
which  is  the  lesser  of — 

(i)  The  aggregate  of  the  dividends 
paid  (within  the  meaning  of  section 
247(a) )  during  such  year  by  members  of 
the  group  which  are  public  utilities 
(within  the  meaning  of  section  247(b) 
(1))  on  preferred  stock  (within  the 
meaning  of  section  247(b)(2)),  other 
than  dividends  paid  to  other  members 
of  the  group,  or 

(ii)  The  aggregate  of  the  taxable  in¬ 
come  (or  loss)  (as  determined  under 


paragraph  (b)  of  this  section)  of  each 
such  member  which  Is  a  public  utility. 

(2)  Then,  multiply  the  amount  de¬ 
termined  under  subparagraph  (1)  of  this 
paragraph  by  the  fraction  specified  in 
section  247(a)  (2). 

(b)  Computation  of  taxable  income. 
For  purposes  of  paragraph  (a)  (1)  (ii)  of 
this  section,  the  taxable  income  (or  loss) 
of  a  member  of  the  group  described  in 
paragraph  (a)(1)  (i)  shall  be  determined 
under  §  1.1502-12,  adjusted  for  the  fol¬ 
lowing  items  taken  Into  account  in  the 
(x>mputation  of  consolidated  taxable  in¬ 
come: 

(1)  The  portion  of  the  consolidated 
net  operating  loss  deduction,  the  consoli¬ 
dated  charitable  contributions  deduc¬ 
tion,  and  the  consolidated  dividends  re¬ 
ceived  deduction,  attributable  to  such 
member; 

(2)  Such  member’s  net  capital  gain 
(determined  without  regard  to  any  net 
capital  loss  carryover  attributable  to 
such  member) ; 

(3)  Such  member’s  net  capital  loss 
and  section  1231  net  loss,  reduced  by  the 
portion  of  the  consolidated  net  capital 
loss  attributable  to  such  member;  and 

(4)  The  portion  of  any  consolidated 
net  capital  loss  carryover  attributable  to 
such  member  which  is  absorbed  in  the 
taxable  year. 

§§  1.1502-28  to  1.1502-30  [Rr»ervetl] 

Basis,  Stock  Ownership,  and  Earnings 
AND  Profits  Rules 

§§  1.1502-31  to  1.1502-33  ( Reserved] 

§  1.1502—34  Special  aggregate  stork 
ownership  rules. 

For  purposes  of  §§  1.1502-1  through 
1.1502-80,  in  determining  the  stock  own¬ 
ership  of  a  member  of  the  group  in  an¬ 
other  corporation  (the  “issuing  corpora¬ 
tion’’)  for  purposes  of  determining  the 
application  of  section  165(g)(3)(A),  332 
to)(l),  333(b),  351(a),  or  904(f),  in  a 
consolidated  return  year,  there  shall  be 
included  stock  owned  by  all  other  mem¬ 
bers  of  the  group  in  the  issuing  corpora¬ 
tion.  Thus,  assume  that  members  A,  B, 
and  C  each  own  33  percent  of  the  stock 
issued  by  D.  In  such  case.  A,  B,  and  C 
shall  each  be  treated  as  meeting  the  80- 
percent  stock  ownership  requirement  for 
purposes  of  section  332,  and  no  member 
can  elect  to  have  section  333  apply.  P\ir- 
thermore.  the  special  rule  for  minority 
shareholders  in  section  337(d)  cannot  ap¬ 
ply  with  respect  to  amounts  received  by 
A,  B,  or  C  in  liquidation  of  D. 

§§  1.1502-35  to  1.1502-40  [ReM-rvrd] 
Special  Taxes  and  Taxpayers 

§  1.1502—41  Delerminalion  of  ronttoli- 
daled  net  long-term  capital  gain  and 
conmiidated  net  short-term  capital 
Io«s. 

(a)  Consolidated  net  long-term  capi¬ 
tal  gain.  The  consolidated  net  long¬ 
term  capital  gain  shall  be  determined  by 
taking  into  account  (1)  those  gains  and 
losses  to  which  paragraph  (a)(1)  of 
§  1.1502-22  iqiplies  which  are  treated  as 
long  term  xmder  section  1222,  and  (2)  the 
consolidated  section  1231  net  gain  (com¬ 
puted  in  accordance  with  §  1.1502-23). 
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(b)  Consolidated  net  short-term  capi¬ 
tal  loss.  The  consolidated  net  short¬ 
term  capital  loss  shall  be  determined  by 
UklnR  into  account  (1)  those  calns  and 
losses  to  which  paragraph  (a)(1)  of 
1  1.1502-22  applies  which  are  treated  as 
short  term  under  section  1222.  and  (2) 
the  consolidated  net  capital  loss  carry¬ 
overs  to  the  taxable  year  (as  determined 
under  paragraph  (b)  of  1  1.1502-22). 

§§  1.1502-42  to  1.1502-74  [Rewrved] 

Aoministkativi  Pkovisiohs  and  Other 
Rules 

§  1.1502-75  Filing  of  conwiidaird  rr* 
turn*. 

(a)  Privilege  of  filing  consolidated 
returns— tl)  Exercise  of  privilege  for 
first  consolidated  return  year.  A  group 
which  did  not  file  a  consolidated  return 
for  the  immediately  preceding  taxable 
year  may  file  a  consolidated  return  in 
lieu  of  separate  returns  for  the  taxable 
year,  provided  that  each  corporation 
which  has  been  a  member  during  any 
part  of  the  taxable  year  for  which  the 
consolidated  return  is  to  be  filed  con¬ 
sents  (in  the  manner  provided  in  para¬ 
graph  (b)  of  this  section)  to  the  regula¬ 
tions  under  section  1502.  If  a  group 
wishes  to  exercise  its  privilege  of  filing 
a  consoUdated  return,  such  consolidated 
return  must  be  filed  not  later  than  the 
last  day  prescribed  by  law  (including 
extensions  of  time)  for  the  filing  of  the 
common  parent's  return.  Such  consoli¬ 
dated  return  may  not  be  withdrawn 
after  such  last  day  (but  the  group  may 
change  the  basis  of  its  return  at  any  time 
prior  to  such  last  day). 

(2)  Continued  filing  requirement.  A 
group  which  filed  (or  was  required  to 
file)  a  consolidated  return  for  the  im< 
mediately  preceding  taxable  year  is  re¬ 
quired  to  file  a  consolidated  return  for 
the  taxable  year  unless  it  has  an  elec¬ 
tion  to  discontinue  filing  consolidated 
returns  under  paragraph  (c)  of  this 
section. 

(b)  How  consent  for  first  consolidated 
year  exercised. — (1)  General  rule.  The 
consent  of  a  corporation  referred  to  in 
paragraph  (a)(1)  of  this  section  shall 
be  made  by  such  corporation  Joining  in 
the  making  of  the  consolidated  return 
for  such  year.  A  corporation  shall  be 
deemed  to  have  joined  in  the  making  of 
such  return  for  such  year  if  it  files  a  Form 
1122  in  the  manner  specified  in  para¬ 
graph  (h)  (2)  of  this  section. 

(2)  Consent  under  facts  and  circum¬ 
stances.  If  a  member  of  the  group  fails 
to  file  Form  1122.  the  CkMnmissioner  may 
under  the  facts  and  cirounstances  de¬ 
termine  that  such  member  has  Joined  in 
the  making  of  a  consolidated  return  by 
such  group.  The  following  cirtnun- 
stances.  among  others,  will  be  taken  into 
account  in  making  this  determination: 

(1)  Whether  or  not  the  income  and  de¬ 
ductions  of  the  m«nber  were  Included 
in  the  consolidated  return; 

(il)  Whether  or  not  a  separate  return 
was  filed  by  the  member  for  that  taxable 
year;  and 

(iii)  Whether  or  not  the  member  was 
Included  in  the  afflliaUons  sdiedule, 
Form  851. 


If  the  Commissioner  determines  that  the 
member  has  Joined  in  the  making  of  the 
consoliated  return,  such  member  shall  be 
treated  as  if  it  had  filed  a  Form  1122  for 
such  year  for  purposes  of  paragraph  (h> 
(2)  of  this  section. 

(3)  Failure  to  consent  due  to  mistake. 
If  any  member  has  failed  to  Join  in  the 
making  of  a  consolidated  return  under 
either  subparagrai^  (1)  or  (2)  of  this 
paragraph,  then  tte  tax  liability  of  each 
member  of  the  group  shall  be  determined 
on  the  basis  of  separate  returns  unless 
the  common  parent  corporation  estab¬ 
lishes  to  the  satisfaction  of  the  Commis¬ 
sioner  that  the  failure  of  such  member  to 
Join  in  the  making  of  the  consolidated 
return  was  due  to  a  mistake  of  law  or 
fact,  or  to  inadvertence.  In  such  case, 
such  member  shall  be  treated  as  if  it  had 
filed  a  Form  1122  for  such  year  for  pur¬ 
poses  of  paragraph  (h)  (2)  of  this  sec¬ 
tion,  and  thus  Joined  in  the  making  of 
the  consolidated  return  for  such  year. 

(c)  Election  to  discontinue  filing  con¬ 
solidated  returns — (1)  Good  cause — (i) 
In  general.  Notwithstanding  that  a  con¬ 
solidated  return  is  required  for  a  taxable 
year,  the  Commissioner,  upon  application 
by  the  common  parent  made  not  later 
than  the  19th  day  before  the  due  date  for 
the  filing  of  the  consolidated  return  (in¬ 
cluding  extensions  of  time) ,  may  for  good 
cause  shown  grant  permission  to  a  group 
to  discontinue  filing  consolidated  re¬ 
turns.  Any  such  application  shall  be 
made  to  the  Commissioner  of  Internal 
Revenue.  Washington,  D.C.  20224. 

(ii)  Substantial  adverse  change  in 
law  affecting  tax  liability.  Ordinarily, 
the  Commissioner  will  grant  a  group 
permission  to  discontinue  filing  consoli¬ 
dated  returns  if  the  net  result  of  all 
amendments  to  the  Code  or  regulations 
with  effective  dates  commencing  within 
the  taxable  year  has  a  substantial  ad¬ 
verse  effect  on  the  consolidated  tax  lia¬ 
bility  of  the  group  for  such  year  relative 
to  what  the  aggregate  tax  liability  would 
be  if  the  members  of  the  group  filed 
separate  returns  for  such  year.  Thus, 
for  example,  assume  P  and  8  filed  a  con¬ 
solidated  return  for  the  calendar  year 
1966  and  that  the  provisions  of  the  Code 
have  been  amended  by  a  bill  which  was 
enacted  by  Congress  in  1966,  but  which 
is  first  effective  for  taxable  years  begin¬ 
ning  on  or  after  January  1,  1967.  As¬ 
sume  further  that  P  makes  a  timely  iq)- 
pllcation  to  discontinue  filing  consoli¬ 
dated  returns.  In  order  to  determine 
whether  the  amendments  have  a  sub- 
stantisd  adverse  effect  on  the  consoU¬ 
dated  tax  llabiUty  for  1967,  relative  to 
what  the  aggregate  tax  llabiUty  would 
be  if  the  members  of  the  group  filed 
separate  returns  for  1967.  the  difference 
between  the  tax  UabiUtir  of  the  group 
computed  on  a  consoUdated  basis  and 
taking  into  account  the  changes  in  the 
law  effective  for  1967  and  the  aggregate 
tax  UabiUty  of  the  members  of  the  group 
computed  as  if  each  such  member  filed 
separate  returns  for  such  year  (also 
taking  into  account  such  changes)  shall 
be  compared  with  the  dlffnence  between 
the  tax  UablUty  of  such  group  for  1967 
computed  on  a  consoUdated  basis  with¬ 
out  regard  to  the  change*  in  the  law 


effective  in  such  year  and  the  aggregate 
tax  UabiUty  of  the  members  of  the  group 
computed  as  if  separate  returns  had  been 
filed  by  such  members  for  siich  year 
without  regard  to  the  changes  in  the 
law  effective  in  such  year. 

(Ui)  Other  factors.  In  addition,  the 
Commissioner  wiU  take  into  account 
other  factors  in  determining  whether 
good  cause  exists  for  granting  permis¬ 
sion  to  discontinue  filing  consoUdated 
returns  beginning  with  the  taxable  year, 
including — 

(a)  Changes  in  law  or  circumstances, 
including  changes  which  do  not  affect 
Federal  income  tax  UabUity, 

(b)  Changes  in  law  which  are  first 
effective  in  the  taxable  year  and  which 
result  in  a  substantial  reduction  in  the 
consoUdated  net  operating  loss  (or  con¬ 
soUdated  imused  investment  credit)  for 
such  year  relative  to  what  the  aggregate 
net  operating  losses  (or  investment 
credits)  would  be  if  the  members  of  the 
group  filed  separate  returns  for  such 
year,  and 

(c)  Changes  in  the  CTode  or  regula¬ 
tions  which  are  effective  prior  to  tlie 
taxable  year  but  which  first  have  a  sub¬ 
stantial  adverse  effect  on  the  filing  of 
a  consoUdated  return  relative  to  the  fil¬ 
ing  of  separate  returns  by  members  of 
the  group  in  such  year. 

(2)  Discretion  of  Commissioner  to 
grant  blanket  permission — (i)  Permis¬ 
sion  to  all  groups.  The  Commissioner, 
in  his  discretion,  may  grant  aU  groups 
permission  to  discontinue  filing  consoU¬ 
dated  returns  if  any  provision  of  the 
Code  or  regulations  has  been  amended 
and  such  amendment  is  of  the  type  which 
could  have  a  substantial  adverse  effect 
on  the  filing  of  consoUdated  returns  by 
substantially  aU  groui^,  relative  to  the 
filing  of  separate  returns.  Ordinarily, 
the  permission  to  discontinue  shaU  ap¬ 
ply  with  respect  to  the  taxable  year  of 
each  group  which  includes  the  effective 
date  of  such  an  amendment. 

(U)  Permission  to  a  class  of  groups. 
The  Commissioner,  in  his  discretion,  may 
grant  a  particular  class  of  groups  per¬ 
mission  to  discontinue  fiUng  consoUdated 
returns  if  any  provision  of  the  Code  or 
regulations  has  been  amended  and  such 
amendment  is  of  the  type  which  could 
have  a  substantial  adverse  effect  oa  the 
filing  of  consoUdated  returns  by  sub¬ 
stantially  all  such  groups  relative  to  the 
filing  of  separate  returns.  Ordinarily, 
the  permission  to  discontinue  shaU  apply 
with  respect  to  the  taxable  year  of  each 
group  within  the  class  which  includes 
the  effective  date  of  such  an  amendment. 

(3)  Time  and  manner  for  exercising 
election.  If,  under  subparagraph  (1)  or 
(2)  of  this  paragraph,  a  group  has  an 
election  to  discontinue  fiUng  consoUdated 
returns  for  any  taxable  year  and  such 
group  wishes  to  exercise  such  election, 
then  the  common  parent  must  file  a 
separate  return  for  such  year  on  or  be¬ 
fore  the  last  day  prescribed  by  law  (in¬ 
cluding  extensions  of  time)  for  the  fil¬ 
ing  of  the  consoUdated  return  for  such 
year.  See  section  6081  (relating  to  ex¬ 
tensions  of  time  for  filing  returns). 

(d)  When  group  remains  in  exist¬ 
ence — (1)  General  rule.  A  group  shaU 
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be  considered  as  remaining  in  existence 
if  the  common  parent  corporation  re¬ 
mains  as  the  common  parent  and  at 
lesist  one  subsidiary  remains  affiliated 
with  it,  whether  or  not  such  subsidiary 
was  a  member  of  the  group  in  a  prior 
year  and  whether  or  not  one  or  more 
corporations  have  ceased  to  be  subsid¬ 
iaries  at  any  time  after  the  group  was 
formed.  Thus,  for  example,  assume  that 
individual  A  forms  corporation  P.  P  ac¬ 
quires  100  percent  of  the  stock  of  cor¬ 
poration  S  on  January  1,  1965,  and  P 
and  S  file  a  consolidated  return  for  the 
calendar  year  1965.  On  May  1,  1966,  P 
acquires  100  percent  of  the  stock  of  S-1, 
and  on  July  1, 1966,  P  sells  the  stock  of  S. 
The  group  (consisting  originally  of  P  and 
S>  remains  in  existence  in  1966  since  P 
has  remained  sis  the  common  parent  and 
at  least  one  subsidiary  (now  S-D  re¬ 
mains  affiliated  with  it. 

(2)  Common  parent  no  longer  in  exist¬ 
ence — (i)  Mere  change  in  identity.  For 
purposes  of  this  paragraph,  the  com¬ 
mon  parent  corporation  shall  remain  sus 
the  common  parent  irrespective  of  a 
mere  change  in  identity,  form,  or  place 
of  organization  of  such  common  parent 
corporation  (see  section  368(a)  (1)  (P) ) . 

(ii)  Transfer  of  assets  to  subsidiary. 
The  group  shall  be  considered  as  remain¬ 
ing  in  existence  notwithstanding  that  the 
common  parent  is  no  longer  in  existence 
if  the  members  of  the  affiliated  group 
succeed  to  and  become  the  owners  of 
substantially  all  of  the  sissets  of  such 
former  parent  and  there  remains  one  or 
more  chains  of  includible  corporations 
connected  through  stock  ownership  with 
a  common  parent  corporation  which  is 
an  includible  corporation  and  which  was 
a  member  of  the  group  prior  to  the  date 
such  former  parent  ceases  to  exist. 

(3)  Reverse  acquisitions — (i)  In  gen¬ 
eral.  If  a  corporation  (hereinafter  re¬ 
ferred  to  as  the  “first  corporation”)  or 
any  member  of  a  group  of  which  the  first 
corporation  is  the  common  parent  ac¬ 
quires  after  October  1,  1965 — 

(a)  Stock  of  another  corporation 
(hereinafter  referred  to  as  the  second 
corporation) ,  and  as  a  result  the  se<X)nd 
corporation  becomes  (or  would  become 
but  for  the  application  of  this  subpara¬ 
graph)  a  memter  of  a  group  of  which  the 
first  corporation  is  the  common  parent, 
or 

(b>  Substantially  all  the  assets  of  the 
second  corporation, 

in  exchange  (in  w'hole  or  in  part)  for 
stock  of  the  first  corporation,  and  the 
stockholders  (immediately  before  the  ac¬ 
quisition)  of  the  second  corporation,  as 
a  result  of  owning  stock  of  the  second 
corporation,  own  (immediately  after  the 
acquisition)  more  than  50  percent  of  the 
fair  market  value  of  the  outstanding 
stock  of  the  first  corporation,  then  any 
group  of  which  the  first  corporation  was 
the  common  parent  immediately  before 
the  acquisition  shall  cease  to  exist  as  of 
the  date  of  acquisition,  and  any  group  of 
which  the  second  corporation  was  the 
common  parent  immeffiately  before  the 
acquisition  shall  be  treated  as  remain¬ 
ing  in  existence  (with  the  first  corpora¬ 


tion  becoming  the  common  parent  of  the 
group) .  Thus,  assume  that  (x>rpo rations 
P  and  S  comprised  group  PS  (P  being  the 
common  parent) ,  that  P  was  merged  into 
corporation  T  (the  common  parent  of  a 
group  composed  of  T  and  corporation 
U) ,  and  that  the  shareholders  of  P  im¬ 
mediately  before  the  merger,  as  a  result 
of  owning  stock  in  P,  own  90  percent  of 
the  fair  market  value  of  T's  stock  im¬ 
mediately  after  the  merger.  The  group 
of  which  P  was  the  common  parent  is 
treated  as  continuing  in  existence  with 
T  and  U  being  added  as  members  of  the 
group,  and  T  taking  the  place  of  P  as 
the  <x>mmon  parent. 

(ii)  For  purposes  of  subdivision  (i)  of 
this  subparagraph,  if  the  first  corpora¬ 
tion.  and  any  members  of  a  group  of 
which  the  first  (xjrporation  is  the  com¬ 
mon  parent,  have  continuously  owned 
for  a  period  of  at  least  5  years  ending 
on  the  date  of  the  acquisition  an  aggre¬ 
gate  of  at  lea.st  25  percent  of  the  fair 
market  value  of  the  outstanding  stock  of 
the  second  corporation,  then  the  first 
(X)rporation  (and  any  subsidiary  which 
owns  stock  of  the  second  corporation  im¬ 
mediately  before  the  acquisition)  shall, 
as  a  result  of  owning  such  stock,  be 
treated  as  owning  (immediately  after  the 
acquisition)  a  percentage  of  the  fair  mar¬ 
ket  value  of  the  first  corporation’s  out¬ 
standing  stock  which  brars  the  same 
ratio  to  (a)  the  percentage  of  the  fair 
market  value  of  all  the  stock  of  the  sec¬ 
ond  corporation  owned  immediately  be¬ 
fore  the  acquisition  by  the  first  corpora¬ 
tion  and  its  subsidiaries  as  (b)  the  fair 
market  value  of  the  total  outstanding 
stock  of  the  second  corporation  imme¬ 
diately  before  the  acquisition  bears  to 
(c)  the  sum  of  (f )  the  fair  market  value, 
immediately  before  the  acquisition,  of 
the  total  outstanding  stock  of  the  first 
corporation,  and  (2)  the  fair  market 
value,  immediately  before  the  acquisi¬ 
tion,  of  the  total  outstanding  stock  of 
the  second  corporation  (other  than  any 
such  stock  owned  by  the  first  corpora¬ 
tion  and  any  of  its  subsidiaries).  For 
example,  assume  that  corporation  P 
owns  stock  in  corporation  T  having  a  fair 
market  value  of  $100,000,  that  P  acquires 
the  remaining  stock  of  T  from  individ¬ 
uals  in  exchange  for  stock  of  P.  that  im¬ 
mediately  before  the  aexpuisition  the  total 
outstanding  stock  of  T  had  a  fair  market 
value  of  $150,000,  and  that  immediately 
before  the  acquisition  the  total  outstand¬ 
ing  stock  of  P  had  a  fair  market  value 
of  $200,000.  Assuming  P  owned  at  least 
25  piercent  of  the  fair  market  value  of 
T’s  stock  for  5  years,  then  for  purpxises 
of  this  subparagraph.  P  is  treated  as  own¬ 
ing  (immediately  after  the  acquisition) 
40  piercent  of  the  fair  market  value  of  its 
own  outstanding  stock,  determined  as 
follows: 


$20d.006+$5b,000  ^  -^0^® 

’Thus,  if  the  former  individual  stock¬ 
holders  of  T  own,  immediately  after  tlie 
acquisition  more  than  10  p)ercent  of  the 
fair  market  value  of  the  outstanding 
stock  of  P  as  a  result  of  owming  stock  of 
T,  the  group  of  which  T  was  the  (^ommon 


parent  is  treated  as  (x>ntinuing  in  exist¬ 
ence  with  P  as  the  common  parent,  and 
the  group  of  which  P  was  the  common 
parent  before  the  acquisition  ceases  to 
exist. 

(e)  Failure  to  include  subsidiary.  If 
a  consolidated  return  is  required  for  the 
taxable  year  under  the  provisions  of 
paragraph  (a)  (2)  of  this  section,  the 
tax  liability  of  all  members  of  the  group 
for  such  year  shall  be  computed  on  a 
consolidated  basis  even  though — 

(1)  Separate  returns  are  filed  by  one 
or  more  members  of  the  group,  or 

(2)  ’There  has  been  a  failure  to  include 
in  the  (x>nsolidated  return  the  income  of 
any  member  of  the  group. 

If  subpMtragraph  (1)  of  this  paragraph 
applies,  the  amoimts  assessed  or  paid 
upon  the  basis  of  separate  returns  ^all 
be  considered  as  having  been  assessed  or 
paid  upx>n  the  basis  of  a  consolidated 
return. 

(f)  Inclusion  of  one  or  more  corpora¬ 
tions  not  members  of  the  group — (1) 
Method  of  determining  tax  liability.  If 
a  consolidated  return  includes  the  in¬ 
come  of  a  corporation  which  was  not  a 
member  of  the  group  at  any  time  during 
the  consolidated  return  year,  the  tax 
liability  of  such  corpMration  will  be  de¬ 
termined  up>on  the  basis  of  a  separate 
return  (or  a  consolidated  return  of  an¬ 
other  group,  if  paragraph  (a)  (2)  or  (b) 

(3)  of  this  section  applies) ,  and  the  con¬ 
solidated  return  will  be  considered  as  in¬ 
cluding  only  the  income  of  the  corpx>ra- 
ti(xis  which  were  members  of  the  group 
during  that  taxable  year.  If  a  consoli¬ 
dated  return  includes  the  income  of  two 
or  more  corporations  which  were  not 
members  of  the  group  but  which  consti¬ 
tute  another  group,  the  tax  liability  of 
such  corprarations  will  be  computed  in 
the  same  manner  as  if  separate  returns 
had  been  made  by  such  coiporations  un¬ 
less  the  Commissioner  upion  application 
approves  the  making  of  a  consolidated 
return  for  the  other  group  or  unless  un¬ 
der  paragraph  (a)  (2)  of  this  section  a 
consolidated  return  is  required  for  the 
other  group. 

(2)  Allocation  of  tax  liability.  In  any 
case  in  which  amounts  have  been  as¬ 
sessed  and  paid  upon  the  basis  of  a 
consolidated  return  and  the  tax  liabil¬ 
ity  of  one  or  more  of  the  corporations 
included  in  the  consolidated  return  is 
to  be  computed  in  the  manner  described 
in  subparagraph  (1)  of  this  paragraph, 
the  amounts  so  paid  shall  be  allocated 
between  the  group  composed  of  the  cor¬ 
porations  properly  included  in  the  con¬ 
solidated  return  and  each  of  the  cor¬ 
porations  the  tax  liability  of  which  is 
to  be  computed  on  a  separate  basis  (or 
on  the  basis  of  a  consolidated  return  of 
another  group)  in  such  manner  as  the 
corporations  which  were  included  in  the 
consolidated  return  may,  subject  to  the 
approval  of  the  Commissioner,  agree 
upon  or  in  the  absence  of  an  agreement 
upon  the  method  used  in  allcx^ating  the 
tax  liability  of  the  members  of  the  group 
under  the  provisions  of  section  1552(a). 

(g)  Computing  periods  of  limitation — 
(1)  Income  incorrectly  included  in  con¬ 
solidated  return.  If — 
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(1)  A  consolidated  return  is  filed  by  a 
group  for  the  taxable  year,  and 

(11)  The  tax  liability  of  a  corporation 
whose  Income  Is  included  in  such  re¬ 
turn  must  be  computed  on  the  basis  of 
a  separate  return  (or  on  the  basis  of  a 
consolidated  return  with  another  group) , 

then  for  the  purpose  of  computing  any 
period  of  limitation  with  respect  to  such 
separate  return  (or  such  other  consoli¬ 
dated  return) ,  the  filing  of  such  consoli¬ 
dated  return  by  the  group  shall  be  con¬ 
sidered  as  the  making  of  a  return  by 
such  corporation. 

(2)  Income  incorrectly  included  in 
separate  returns.  If  a  consolidated  re¬ 
turn  is  required  for  the  taxable  year  un¬ 
der  the  provisions  of  paragraph  (a)(2) 
of  this  section,  the  filing  of  separate  re¬ 
turns  by  the  members  of  the  group  for 
such  year  shall  not  be  considered  as  the 
making  of  a  return  for  the  purpose  of 
computing  any  period  of  limitation  with 
respect  to  such  consolidated  return  un¬ 
less  there  is  attached  to  each  such  sep¬ 
arate  return  a  statement  settiiig  forth — 

(1)  The  most  recent  taxable  year  of 
the  member  for  which  its  income  was 
included  in  a  consolidated  return,  and 

(ii)  The  reasons  for  the  group’s  belief 
that  a  consolidated  return  is  not  required 
for  the  taxable  year. 

(h)  Method  of  filing  return  and 
forms — (1)  Consolidated  return  made  by 
common  parent  corporation.  The  con¬ 
solidated  return  shall  be  made  on 
Form  1120  for  the  group  by  the  common 
parent  corporation.  Tlie  (»nsolidated 
return,  with  Form  851  (affiliations  sched¬ 
ule)  attached,  shall  be  filed  with  the  dis¬ 
trict  director  with  whom  the  common 
parent  would  have  filed  a  separate  re¬ 
turn. 

(2)  Filing  of  Form  1122  for  first  year. 
It.  under  the  provisions  of  paragraph 
(a)(1)  of  this  section,  a  group  wishes  to 
exercise  its  privilege  of  filing  a  consoli¬ 
dated  return,  then  a  Form  1122  must  be 
executed  by  each  subsidiary  and  must  be 
attached  to  the  consolidated  return  for 
such  year.  In  addition,  each  subsidiary 
must  file  a  signed  c<H>y  of  Form  1122  on 
or  before  the  due  date  for  the  filing  of 
the  common  parent's  return  for  such 
year  (including  extensions  of  time)  with 
the  district  director  with  whom  such 
subsidiary  would  have  filed  its  separate 
return.  Form  1122  shall  not  be  required 
for  a  taxable  year  if  a  consolidate  re¬ 
turn  was  filed  (or  was  required  to  be 
filed)  by  the  group  for  the  immediately 
preceding  taxable  year. 

(3)  Persons  qualified  to  execute  re¬ 
turns  and  forms.  Each  return  or  form 
required  to  be  made  or  prepared  by  a 
corporation  must  be  executed  by  the  per¬ 
son  authorized  under  section  6062  to  ex¬ 
ecute  returns  of  separate  corporations. 

§  1.1502—76  Taxable  year  of  members 
of  group. 

(a)  Taxable  year  of  members  of 
group — (1)  Change  to  parents  taxable 
year.  The  consolidated  return  of  a 
group  must  be  filed  on  the  basis  of  the 
common  parent’s  taxable  year,  and  each 
subsidiary  must  adopt  the  common  par¬ 
ent’s  annual  accounting  period  for  the 
first  consolidated  return  year  for  which 


the  subsidiary’s  income  is  includible  in 
the  consolidated  return.  If  any  member 
is  on  a  52-53-week  taxable  year,  the  rule 
of  the  preceding  sentence  shall,  with  the 
advance  consent  of  the  Commissioner,  be 
deemed  satisfied  if  the  taxable  years  of 
all  members  of  the  group  end  within  the 
same  7-day  period.  Any  request  for  such 
consent  shall  be  filed  with  the  Conunis- 
sioner  of  Internal  Revenue,  Washington, 
D.C.  20224,  not  later  than  the  30th  day 
before  the  due  date  (not  including  ex¬ 
tensions  of  time)  for  the  filing  of  the 
consolidated  return. 

(2)  Includible  insurance  company  as 
member  of  group.  If  an  includible  in¬ 
surance  company  required  by  section  843 
to  file  its  return  on  the  basis  of  a  cal¬ 
endar  year  is  a  member  of  the  group  and 
if  the  common  parent  of  such  group  files 
its  return  on  the  basis  of  a  fiscsd  year, 
then  the  first  consolidated  return  which 
includes  the  income  of  such  insurance 
company  may  be  filed  on  the  basis  of  the 
common  parent’s  fiscal  year,  provided, 
however,  that  if  such  insurance  company 
i-s  a  member  of  the  group  on  the  last  day 
of  the  common  parent’s  taxable  year  all 
members  of  the  group  change  to  a  cal¬ 
endar  year  basis  effective  immediately 
after  the  close  of  such  fiscal  year. 

(b)  Income  to  be  included  in  returns 
for  taxable  year — ( 1)  Inclusion  of  income 
in  consolidated  return.  The  consoli¬ 
dated  return  of  a  group  must  include  the 
income  of  the  common  parent  for  that 
corporation’s  entire  taxable  year  (ex¬ 
cluding  any  portion  of  such  taxable  year 
for  which  its  income  is  properly  Included 
in  the  <x>nsolidated  return  of  another 
group)  and.  except  as  provided  in  sub- 
paragraph  (5)  of  this  paragnq>h,  the 
income  of  each  subsidiary  for  the  por¬ 
tion  of  such  taxable  year  during  which 
it  was  a  member  of  the  group. 

(2)  Separate  return  for  period  not  in¬ 
cluded  in  a  consolidated  return.  If  the 
consolidated  return  of  a  group  properly 
includes  the  income  of  a  corporation  for 
only  a  portion  of  such  corporation’s  tax¬ 
able  year  (determined  wltiiout  regard  to 
a  change  of  its  taxable  year  under  para¬ 
graph  (a)  of  this  section),  then  the  in¬ 
come  for  the  portion  of  such  taxable 
year  not  Included  in  the  consolidated 
r^um  must  be  included  in  a  separate 
retirni  (or.  if  such  corporation  is  a  mem¬ 
ber  of  another  group  which  files  a  con¬ 
solidated  return  for  such  portion  of  such 
year,  then  in  such  consolidated  return). 

(3)  Examples.  The  provisions  of  sub- 
paragraphs  (1)  and  (2)  of  this  para¬ 
graph  may  be  illustrated  by  the  follow¬ 
ing  examples: 

Example  (1).  Corporations  X  and  T  filed 
separate  returns  for  the  calendar  year  1065. 
As  of  the  close  of  June  SO.  1066,  X  acquired 
all  of  the  stock  of  T.  If  X  files  a  consoli¬ 
dated  return  for  1066,  it  must  Include  In  such 
return  Its  Income  for  ihe  entire  taxable 
year  and  the  Income  of  T  for  the  period 
July  1,  1066.  through  December  31,  1066. 
T  miist  Include  Its  Income  for  the  period 
January  1,  1066,  through  June  30,  1066,  In  a 
separate  return. 

Example  (2).  Corporations  P  and  8,  a 
group  of  corporations,  filed  a  consolidated 
return  for  the  calendar  year  1066.  As  o<  the 
close  of  June  30.  1067,  all  ot  the  stock  at 
S  was  sold  to  Individual  A.  P  must  file  a 
consolidated  return  for  1067  Including  P’s 


Income  for  the  entire  taxable  year  and  the 
Income  of  S  for  the  period  of  January  1. 
1067,  through  June  30,  1067.  8  must  file  a 
separate  return  for  the  period  July  1,  1067. 
through  December  31.  1067. 

Example  (J).  Assume  the  same  facts  as 
In  example  (2)  plus  the  additional  fact  that 
as  of  the  close  of  July  31,  1067,  P  acquired 
all  the  stock  of  corporation  T  (which  filed 
separate  returns  on  the  basis  of  a  fiscal 
year  ending  November  30) ,  and  that  P  and  T 
filed  a  consolidated  return  for  1067.  P  must 
file  two  consolidated  returns  for  1067.  The 
consolidated  return  ot  P  and  8  for  1067  must 
Include  P’s  Income  for  the  entire  taxable 
year,  excluding  that  portion  of  such  year 
(August  1  through  December  31)  for  which 
Its  Income  Is  Includible  In  the  consolidated 
rettirn  of  P  and  T.  ’The  consolidated  return 
of  P  and  T  for  1067  must  Include  P’s  Income 
for  Its  entire  taxable  year,  excluding  that 
portion  of  the  taxable  year  (January  1 
through  July  81)  for  which  P's  income  Is 
included  In  the  consolidated  return  of  P  and 
8.  and  Including  the  income  of  T  for  the 
period  Augiut  1  through  December  31.  T 
must  file  a  separate  return  for  the  period 
December  1,  1066,  through  July  31,  1067. 

(4)  Allocation  of  income  between  sep¬ 
arate  and  consolidated  returns,  (i)  If 
the  taxable  inixmie  of  a  member  for  a 
taxable  year  (cietermined  without  regard 
to  a  change  of  its  year  under  paragraph 
(a)  of  this  section)  must  be  included  in 
part  in  a  consolidated  return  and  in  part 
in  a  separate  return  (or  a  consolidated 
return  of  another  group),  the  taxable 
income  to  be  reported  in  each  such  re¬ 
turn  shall  be  determined  on  the  basis 
of  its  income  shown  on  its  permanent 
records  (including  work  papers). 

(ii)  If  the  portion  of  an  item  of  in¬ 
come  or  deduction  to  be  reported  in  each 
such  return  cannot  be  clearly  determined 
from  the  permanent  records,  the  portion 
of  such  item  to  be  included  in  each  such 
return  shall  be  the  amount  of  the  item 
for  the  full  taxable  year  (determined 
without  regard  to  the  change  of  year) 
multiplied  by  a  fraction,  the  numerator 
of  which  is  the  number  of  days  for  which 
the  member's  income  is  to  be  included  in 
such  return  and  the  denominator  of 
which  is  the  total  number  of  days  in 
such  year. 

(5)  Period  of  30  days  or  less  may  be 
disregarded.  For  purposes  ot  the  reg¬ 
ulations  under  section  1502 — 

(i)  If  within  30  days  after  the  begin¬ 
ning  of  a  corporation’s  taxable  year  (de¬ 
termined  without  regard  to  the  required 
change  to  the  parent’s  taxable  year)  it 
becomes  a  member  of  a  group,  then  such 
corporation  may  at  its  option  be  con¬ 
sidered  to  have  become  a  member  of  the 
group  as  of  the  beginning  of  the  first  day 
of  such  corporation’s  taxable  year,  or 

(ii)  If,  during  a  consolidated  return 
year  of  a  group,  a  corporation  (other 
than  a  corporation  created  or  organized 
in  such  year  by  a  member  of  the  group) 
has  been  a  member  of  such  group  for  a 
period  ot  30  days  or  less,  then  such  cor¬ 
poration  may  at  its  option  be  considered 
as  not  having  been  a  member  of  the 
group  during  suc^  year. 

(6)  Examples.  The  provisions  of  sub- 
paragraph  (5)  ot  this  paragraph  may  be 
illustrated  by  the  following  examples: 

Example  (i).  Corporation  P,  a  common 
parent  corporation,  filed  a  consolidated  re¬ 
turn  for  the  calendar  year  1965.  As  of  the 
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close  of  July  14,  1966,  P  acquired  all  of  the 
stock  of  corporation  S.  8  filed  Its  separate 
returns  on  the  basis  of  the  fiscal  year  ending 
June  30.  P  files  a  consolidated  return  for 
1966.  Since  S  became  a  member  of  the  group 
within  30  days  after  the  beginning  of  its  tax¬ 
able  year,  S  may  at  its  option  include  Its  in¬ 
come  in  such  consolidated  return  for  the  pe¬ 
riod  July  1, 1966  (the  beginning  of  Its  taxable 
year),  through  December  31,  1966,  in  lieu  of 
the  period  July  15,  1966,  through  December 
31, 1966. 

Example  (2).  Assume  the  same  facts  as 
In  example  ( 1 )  except  that  P  acquired  all  of 
the  stock  of  S  as  of  the  close  of  Decraaber  14, 
1966.  Since  S  has  been  a  member  of  the 
group  for  a  period  of  30  days  or  less  during 
the  group's  calendar  year  1966,  8  may  at  its 
option  not  include  any  of  its  income  in  the 
consolidated  return  filed  for  1966. 

(c)  Time  for  making  separate  returns 
for  periods  not  included  in  consolidated 
return — ( 1 )  Consolidated  return  filed  by 
due  date  for  separate  return.  If  the 
group  has  filed  a  consolidated  return  on 
or  before  the  due  date  for  the  filing  of 
a  subsidiary's  separate  return  (including 
extensions  of  time  and  determined  with¬ 
out  regard  to  any  change  of  its  taxable 
year  required  under  paragraph  (a)  of 
this  section),  then  the  separate  return 
for  any  portion  of  the  subsidiary’s  tax¬ 
able  year  for  which  its  income  is  not  in¬ 
cluded  in  the  (xinsolidated  return  of  the 
group  must  be  filed  no  later  than  the  due 
date  of  such  consolidated  return  (includ¬ 
ing  extensions  of  time) . 

(2)  Consolidated  return  not  filed  by 
due  date  for  separate  return.  If  the 
group  has  not  fil^  a  (xmsolidated  return 
on  or  before  the  due  date  for  the  filing  of 
a  subsidiary  corporation's  separate  re¬ 
turn  (including  extensions  of  time  and 
determined  without  regard  to  any  change 
of  its  taxable  year  required  under  para¬ 
graph  (a)  of  this  se<^on).  then  on  or 
before  such  due  date  such  subsidiary 
shall  file  a  separate  return  either  for  the 
portion  of  its  taxable  year  for  whlcli  its 
ino(Mne  would  not  be  included  in  a  con¬ 
solidated  return  if  such  a  return  were 
filed,  or  for  its  (ximplete  taxable  year. 
However,  if  a  separate  return  is  filed  for 
such  portion  of  its  taxable  year  smd  the 
group  subsequently  does  not  file  a  (xin- 
solidated  return,  such  subsidiary  corpo¬ 
ration  shall  file  a  substituted  return  for 
its  complete  taxable  year  not  later  than 
the  due  date  (including  extensions  of 
time)  prescribed  for  the  filing  of  the 
common  parent’s  return.  On  the  other 
hand,  if  the  return  is  filed  for  the  sub¬ 
sidiary’s  complete  taxable  year  and  the 
group  later  files  a  consolidated  return, 
such  subsidiary  must  file  an  amended  re¬ 
turn  not  later  than  the  due  date  (includ¬ 
ing  extensions  of  time)  for  the  filing  of 
the  consolidated  return  of  the  group. 
Such  amended  return  shall  be  for  that 
portion  of  such  subsidiary’s  taxable  year 
which  is  not  included  in  the  consolidated 
return.  If,  under  this  subparagraph,  a 


substituted  return  must  be  filed,  then  the 
return  previously  filed  shall  not  be  con¬ 
sidered  a  return  within  the  meaning  of 
section  6011.  If,  under  this  sulwara- 
graph,  a  substituted  or  amended  return 
must  be  filed,  then,  for  purposes  of  sec¬ 
tions  6513(a)  and  6601(a),  the  last  date 
prescribed  for  payment  of  tax  shall  be 
the  due  date  (not  including  extensions  of 
time)  for  the  filing  of  the  subsidiary’s 
s^)arate  return  (determined  without  re¬ 
gard  to  this  subparagraph  and  without 
regard  to  any  change  of  its  taxable 
year  required  under  paragraph  (a)  of 
this  section). 

(3)  Examples.  The  provisions  of  this 
paragraph  may  be  illustrated  by  the  fol¬ 
lowing  examples: 

Example  (/).  Corporation  P,  which  filed 
a  separate  return  for  the  calendar  year  1966, 
acquires  all  of  the  stock  of  corporation  8 
as  of  the  close  of  December  31,  1966.  Cor¬ 
poration  8  reports  Its  Income  on  the  bMis 
of  a  fiscal  year  ending  March  31.  On  June  15, 
1967,  the  due  date  for  the  filing  of  a  separate 
return  by  8  (assuming  no  extensions  of 
time),  a  consolidated  return  has  not  been 
filed  for  the  group  (P  and  8).  On  such  date 
8  may  either  file  a  return  for  the  period 
April  1,  1966,  through  December  31,  1966,  or 
it  mny  file  a  return  for  the  complete  fiscal 
year  ending  March  31,  1967.  If  8  files  a  re¬ 
turn  for  the  short  period  ending  December 
31,  1966,  and  If  the  group  elects  not  to  file 
a  consolidated  return  for  the  calendar  year 
1967,  8,  on  or  before  March  15.  1968  (the 
due  date  of  P’s  return,  assuming  no  exten¬ 
sions  of  time) ,  must  file  a  substituted  return 
for  the  complete  fiscal  year  ending  March 
31,  1967,  in  lieu  of  the  return  previously 
filed  for  the  short  period.  Interest  is  com¬ 
puted  from  June  15.  1967.  If.  however,  8 
files  a  return  for  the  complete  fiscal  year 
ending  March  31.  1967,  and  the  group  Hects 
to  file  a  cone<gldated  return  for  the  calendar 
year  1967,  then  8  must  file  an  amended  re¬ 
turn  covering  the  period  from  April  1,  1966, 
through  December  31,  1966,  in  lieu  of  the 
return  previously  filed  for  the  <x>mplete  fiscal 
year.  Interest  Is  computed  from  June  15, 
1967. 

Example  (2).  Assume  the  same  facts  as 
In  example  (1)  except  that  corporation  P 
aoqiUres  all  of  the  stock  of  corporation  8 
at  the  close  of  8eptember  30,  1967,  and  that 
P  files  a  consolidated  return  for  the  group 
for  1967  on  March  15,  1968  (not  having  ob¬ 
tained  any  extensions  of  time).  81noe  a 
consolidated  return  has  been  filed  on  or  be¬ 
fore  the  due  date  (June  15,  1968)  for  the  fil¬ 
ing  of  the  separate  return  for  the  taxable 
year  ending  March  31,  1968,  the  return  of  8 
for  the  short  taxable  year  beginning  April 
1,  1967,  and  ending  September  30.  1967, 
should  be  filed  no  later  than  March  15,  1968. 

(d)  Taxable  year  of  less  than  12 
months.  Any  perlcxl  of  less  than  12 
months  for  which  either  a  separate  re¬ 
turn  or  a  consolidated  return  is  filed  un¬ 
der  the  provisions  of  this  section  shall 
be  considered  as  a  sepsu'ate  taxable  year. 


§  1.1502-77  Common  parent  agent  for 
subsidiaries. 

( a)  Scope  of  agency  of  common  parent 
corporation.  The  common  parent,  for 
all  purposes  other  than  the  making  of 
the  consent  required  by  paragraph 
(a)(1)  of  S  1.1502-75.  shall  be  the  sole 
agent  for  each  subsidiary  in  the  group, 
duly  authorized  to  act  in  its  own  name  in 
all  matters  relating  to  the  tax  liability 
for  the  consolidated  return  year.  No 
subsidiary  shall  have  authority  to  act 
for  or  to  represent  itself  in  any  such  mat¬ 
ter.  For  example,  any  election  available 
to  a  subsidiary  (xirporation  in  the  (X)m- 
putation  of  its  seperate  taxable  income 
must  be  made  by  the  common  parent,  as 
must  any  change  in  an  election  previously 
made  by  the  subsidiary  corporation;  all 
correspondence  will  be  carried  on  directly 
with  the  common  parent;  the  common 
parent  shall  file  for  all  extensions  of  time 
including  extensions  of  time  for  pay¬ 
ment  of  tax  under  section  6164;  notices 
of  deficiencies  will  be  mailed  only  to  the 
common  parent,  and  the  mailing  to  the 
common  parent  shall  be  considered  as  a 
mailing  to  each  subsidiary  in  the  group; 
notice  and  demand  for  payment  of  taxes 
will  be  given  only  to  the  common  parent 
and  such  notice  and  demand  will  be  con¬ 
sidered  as  a  notice  and  demand  to  each 
subsidiary;  the  common  parent  will  file 
petitions  and  conduct  proceedings  before 
the  Tax  Court  of  the  United  States,  and 
any  such  petition  shall  be  (x>nsidered  as 
also  having  been  filed  by  each  such  sub¬ 
sidiary.  The  common  parent  will  file 
claims  for  refund  or  credit,  and  any  re¬ 
fund  will  be  made  directly  to  and  in  the 
name  of  the  common  parent  and  will  dis¬ 
charge  any  liability  of  the  Government 
in  respect  thereof  to  any  such  subsid¬ 
iary;  and  the  codunon  parent  in  its 
name  will  give  waivers,  give  bonds,  and 
execute  closing  agreements,  offers  in 
compromise,  and  all  other  documents, 
and  any  waiver  or  bond  so  given,  or 
agreement,  offer  in  ccunpromise,  or  any 
other  d(x:ument  so  executed,  shall  be  con¬ 
sidered  as  having  also  been  given  or  exe¬ 
cuted  by  each  such  subsidiary.  Notwith¬ 
standing  the  provisions  of  this  para¬ 
graph,  any  notice  of  deficiency,  in  respect 
of  the  tax  for  a  consolidated  return  year, 
will  name  each  corporation  which  was  a 
member  of  the  group  during  any  part  of 
such  period  (but  a  failure  to  include  the 
name  of  any  such  member  will  not  affect 
the  validity  of  the  notice  of  deficiency  as 
to  the  other  members) ;  any  notice  and 
demand  for  payment  will  name  each 
corporation  which  was  a  member  of  the 
group  during  any  part  of  such  period 
(but  a  failure  to  Include  the  name  of  any 
such  member  will  not  affect  the  validity 
of  the  notice  and  demand  as  to  the  other 
members) ;  and  any  levy,  any  notice  of 
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a  lien,  or  any  other  proceeding  to  col¬ 
lect  the  amount  of  any  assessment,  after 
the  assessment  has  been  made,  will  name 
the  corporation  from  which  such  collec¬ 
tion  Is  to  be  made.  The  provisions  of 
this  paragraph  shall  apply  whether  or 
not  a  consolidated  return  is  made  for  any 
subsequent  year,  and  whether  or  not  one 
or  more  subsidiaries  have  become  or  have 
ceased  to  be  members  of  the  group  at  any 
time.  Notwithstanding  the  provisions 
of  this  paragraph,  the  district  director 
may,  upon  notifying  the  common  parent, 
deal  directly  with  any  member  of  the 
group  in  respect  of  its  liability,  in  which 
event  such  member  shall  have  full  au¬ 
thority  to  act  for  Itself. 

(b)  Notification  of  deficiency  to  cor¬ 
poration  which  has  ceased  to  be  a  mem¬ 
ber  of  the  group.  It  a  subsidiary  has 
ceased  to  be  a  member  of  the  group  and 
If  such  subsidiary  files  written  notice 
of  such  cessation  with  the  district  direc¬ 
tor  with  whom  the  consolidated  return 
Is  filed,  then  such  district  director  upon 
request  of  such  subsidiary  will  furnish 
It  with  a  copy  of  any  notice  of  deficiency 
In  respect  of  the  tax  for  a  consolidated 
return  year  for  which  It  was  a  member 
and  a  C(H>y  of  any  notice  and  demand  for 
payment  of  such  deficiency.  The  filing 
of  such  written  notification  and  request 
by  a  corporation  shall  not  have  the  ef¬ 
fect  of  limiting  the  scope  of  the  agency 
of  the  common  parent  provided  for  In 
paragraph  (a)  of  this  section  and  a 
failure  by  such  district  director  to  com¬ 
ply  with  such  written  request  shall  not 
have  the  effect  of  llmltliig  the  tax  lia¬ 
bility  of  such  corporation  provided  for 
In  S  1.1502-6. 

(c)  Effect  of  waiver  given  by  common 
parent.  Unless  the  district  director 
agrees  to  the  contrary,  an  agreement  en¬ 
tered  into  by  the  common  parent  extend¬ 
ing  the  time  within  which  an  asse.ssment 
may  be  made  or  levy  or  proceeding  In 
court  begun  In  respect  of  the  tax  for  a 
consolidated  return  year  shall  be  ap¬ 
plicable — 

(1)  To  each  corporation  which  was  a 
member  of  the  group  during  any  part  of 
such  taxable  year,  and 

(2)  Tb  each  corporation  the  Income  of 
which  was  Included  in  the  consolidated 
return  for  such  taxable  year,  notwith¬ 
standing  that  the  tax  liability  of  any 
such  corporation  is  subsequently  com¬ 
puted  on  the  basis  of  a  separate  return 
under  the  provisions  of  S  1.1502-75. 

(d)  Effect  of  dissolution  of  common 
parent  corporation.  It  the  common  par¬ 
ent  corporation  contemplates  dissolution, 
or  is  about  to  be  dissolved,  or  if  for  any 
other  refison  its  existence  is  about  to 
terminate.  It  shall  forthwith  notify  the 
district  director  with  whmn  the  consoli¬ 
dated  return  is  filed  of  such  fact  and 
designate,  subject  to  the  approval  of  such 
district  director,  another  member  to  act 
as  agent  in  its  place  to  the  same  extent 
and  subject  to  the  same  condltlmis  and 
limitations  as  are  appUcaUe  to  the  com¬ 
mon  parent.  If  the  notice  thus  required 


is  not  given  by  the  coxnmem  parent,  or 
the  deslgnatiim  is  not  iq;>proved  by  the 
district  director,  the  ranaining  members 
may,  subject  to  the  ai^roval  of  such  dis¬ 
trict  director,  designate  another  member 
to  act  as  such  agent,  and  notice  of  such 
designation  shall  be  given  to  such  district 
director.  Until  a  notice  in  writing 
designating  a  new  agent  has  been  ap¬ 
proved  by  such  district  director,  any 
notice  of  deficiency  or  other  communica¬ 
tion  mailed  to  the  common  parent  shall 
be  considered  as  having  been  properly 
mailed  to  the  agent  of  the  group;  or.  If 
such  district  director  has  reason  to  be¬ 
lieve  that  the  existence  of  the  common 
parent  has  terminated,  he  may.  If  he 
deems  it  advisable,  deal  directly  with  any 
member  in  respect  of  its  liability. 

§  1.1502—78  Tentative  carryback  adjust- 
nients. 

(a)  General  rule.  If  a  group  sustains 
a  consolidated  net  operating  loss  for  any 
taxable  year,  then  any  application  imder 
section  6411  for  a  tentative  carryback 
adjustment  of  the  taxes  for  a  consoli¬ 
dated  return  year  or  years  preceding  the 
loss  year  shall  be  made  by  the  common 
parent  corporation  to  the  extent  such 
consolidated  net  operating  loss  is  not  ap¬ 
portioned  to  a  corporation  for  a  separate 
return  year  pursuant  to  paragraph  (a) 
of  S  1.1502-79.  In  the  case  of  the  portion 
of  a  consolidated  net  oporating  loss  to 
which  the  preceding  sentence  does  not 
apply,  and  in  the  case  of  a  net  oporat¬ 
ing  loss  sustained  in  a  separate  return 
year  which  may  be  carried  back  to  a  con¬ 
solidated  return  year,  the  corporation  or 
corporations  to  which  any  such  loss  is 
attributable  shall  make  any  application 
under  section  6411. 

(b)  Special  rules — Payment  of  re¬ 
fund.  Any  refund  allowable  under  an 
application  referred  to  In  paragraph  (a) 
of  this  section  shall  be  made  directly  to 
and  in  the  name  of  the  corporation  filing 
the  application,  except  that  in  all  cases 
where  the  loss  is  deducted  from  the  con¬ 
solidated  taxable  Income  of  a  consoli¬ 
dated  return  year,  any  refund  shall  be 
made  directly  to  and  in  the  name  of  the 
common  parent  corporation.  The  pay¬ 
ment  of  any  such  refund  shall  discharge 
any  liability  of  the  Government  with  re- 
spoct  to  such  refund. 

(2)  Several  liability.  If  a  group  filed 
a  consolidated  return  for  a  taxable  year 
tor  which  there  was  an  adjustment  by 
reason  of  an  application  under  section 
6411,  and  if  a  deficiency  is  assessed 
against  such  group  under  section  6213 
(b)  (2) .  then  each  member  of  such  group 
shall  be  severally  liable  for  such  defi¬ 
ciency  Including  any  Interest  or  pienalty 
assessed  In  connection  with  such  defi¬ 
ciency. 

(c)  Examples.  The  provisions  of  par¬ 
agraphs  (a)  and  (b)  of  this  section  may 
be  Illustrated  by  the  following  examples: 

Example  (i).  Corp>oratlonc  P,  S,  and  S-1 
filed  a  consolidated  return  for  the  calendar 
year  IMS.  P.  8,  and  S-l  also  filed  a  con¬ 
solidated  return  for  the  calendar  year  1969. 


The  group  incurred  a  consolidated  net  op¬ 
erating  loss  in  1969  attributable  to  8-1  which 
may  be  carried  back  to  1966  as  a  consolidated 
net  o{>eratlng  loss  carryback.  If  a  tentative 
carryback  adjustmmt  is  desired.  P,  the  com¬ 
mon  parent,  must  file  an  application  under 
section  6411  and  any  refund  will  be  made 
to  P. 

Example  (2).  Assume  the  same  facta  as 
in  example  ( 1 )  except  that  P,  8.  and  S-l  filed 
separate  returns  for  the  calendar  year  1969, 
even  though  they  were  members  of  the  same 
group  for  such  year.  S-l  Incurred  a  net 
operating  loss  in  1969  which  may  be  carried 
hack  to  1966.  If  a  tentative  carryback  ad¬ 
justment  is  desired.  8-1  m\ist  file  an  applica¬ 
tion  under  section  Sill  and  any  refund  from 
such  application  will  be  made  to  P. 

Example  (3).  Corporations  X,  Y,  and  Z 
filed  a  consolidated  return  for  the  calendar 
year  1966.  Z  ceased  to  be  a  member  of  the 
group  In  1967.  Z  filed  a  separate  return  for 
1968  while  X  and  Y  filed  a  consolidated 
return  for  such  year.  The  group  incurred  a 
consolidated  net  operating  loss  In  1968  at¬ 
tributable  to  Y,  which  may  be  carried  back 
to  1966.  Z  also  Inciirred  a  net  operating 
loss  for  1968  which  may  be  carried  back  to 
1966.  If  a  tentative  carryback  adjustment  Is 
claimed  with  respect  to  the  consolidated  net 
operating  loss,  X,  the  common  parent,  must 
file  an  application  under  section  6411.  If 
a  tentative  carryback  adjustment  Is  desired 
with  respect  to  Z's  loss,  Z  must  file  an  appli¬ 
cation.  Any  refunds  attributable  to  either 
application  will  be  made  to  X.  If  an  assess¬ 
ment  Is  made  under  section  6ai3(b)(2)  to 
recover  an  excessive  tentative  allowance  made 
with  respect  to  calendar  year  1966,  X.  Y,  and 
Z  are  severally  liable  for  such  assessment. 

Example  (4).  Corporations  L  and  M  filed 
a  consolidated  return  for  the  calendar  year 
1966.  Corporation  N  filed  a  separate  return 
for  such  year.  Later,  N  became  a  member  of 
the  group  and  filed  a  consolidated  return 
with  the  group  for  the  calendar  year  1968. 
The  group  Incurred  a  consolidated  net  oper¬ 
ating  loss  In  1968  attributable  to  N  which 
may  be  carried  back  to  N's  separate  return 
for  1966.  If  a  tentative  carryback  adjust¬ 
ment  Is  desired,  N  must  file  an  application 
under  section  6411  and  any  refund  will  be 
made  directly  to  N, 

§  1.1502—79  Separate  return  years. 

(a)  Carryover  and  carryback  of  con¬ 
solidated  net  operating  losses  to  separate 
return  years — (1)  In  general.  (1)  If  a 
consolidated  net  operating  loss  can  be 
carried  under  the  principles  of  section 
172(b)  and  paragraph  (b)  of  i  1.1502-21 
to  a  separate  return  year  of  a  corpora¬ 
tion  (or  could  have  been  so  carried  if 
such  corporation  were  in  existence) 
which  was  a  member  In  the  year  in 
which  such  loss  arose,  then  the  portion 
of  such  consolidated  net  operating  loss 
attributable  to  such  corporation  (as  de¬ 
termined  under  subparagraph  (3)  of  this 
paragraph)  shall  be  apportioned  to  such 
corporation  (and  any  successor  to  such 
corporation  in  a  transaction  to  which 
section  381(a)  applies)  and  shall  be  a 
net  operating  loss  carryover  or  carryback 
to  such  separate  return  year;  according¬ 
ly,  such  portion  shall  not  be  Included 
in  the  consolidated  net  operating  loss 
carryovers  or  carrybacks  to  the  equiv¬ 
alent  consolidated  return  year.  Thus, 
for  example,  if  a  member  filed  a  separate 
return  for  the  third  year  preceding  a 
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consolidated  return  year  in  which  a  con¬ 
solidated  net  operating  loss  was  sus¬ 
tained  and  if  any  portion  of  such  loss  is 
apportioned  to  such  member  for.  such 
separate  return  year,  such  portion  may 
not  be  carried  back  by  the  group  to  its 
third  year  preceding  such  consolidated 
return  year. 

<ii)  If  a  corporation  ceases  to  be  a 
member  during  a  consolidated  return 
year,  any  consolidated  net  operating  loss 
carryover  from  a  prior  taxable  year  must 
first  be  carried  to  such  consolidated  re¬ 
turn  year,  notwithstanding  that  all  or  a 
portion  of  Uie  consolidated  net  operating 
loss  giving  rise  to  the  carryover  is  attrib¬ 
utable  to  the  corporation  which  ceases 
to  be  a  member.  To  the  extent  not  ab¬ 
sorbed  in  such  consolidated  return  year, 
the  portion  of  the  consolidated  net  op¬ 
erate  loss  attributable  to  the  corpora¬ 
tion  ceasing  to  be  a  member  shall  then 
be  carried  to  such  corporation’s  first 
separate  retirni  year. 

(2)  Nonapportionment  to  certain 
members  not  in  existence.  Notwith¬ 
standing  subparagraph  (1)  of  this  para¬ 
graph,  the  portion  of  a  consolidated  net 
operating  loss  attributable  to  a  member 
shall  not  be  apportioned  to  a  prior  sepa¬ 
rate  return  year  for  which  such  member 
was  not  in  existence  and  shall  be  in¬ 
cluded  in  the  consolidated  net  operating 
loss  carrybacks  to  the  equivalent  con¬ 
solidated  return  year  of  the  group  (or. 
if  such  equivalent  year  is  a  separate  re¬ 
turn  year,  then  to  such  separate  return 
year) .  provided  that  such  member  was  a 
meml^r  of  the  group  immediately  after 
its  organization. 

(3)  Portion  of  consolidated  net  operat¬ 
ing  loss  attributable  to  a  member.  The 
portion  of  a  consolidated  net  oi>erating 
loss  attributable  to  a  member  of  a  group 
is  an  amount  equal  to  the  consolidated 
net  operating  loss  multiplied  by  a  frac¬ 
tion.  the  numerator  of  which  is  the  sep¬ 
arate  net  operating  loss  of  such  corpora¬ 
tion.  and  the  denominator  of  which  is 
the  sum  of  the  separate  net  operating 
losses  of  all  members  of  the  group  in 
such  year  having  such  losses.  For  pur¬ 
poses  of  this  subparagraph,  the  separate 
net  operating  loss  of  a  member  of  the 
group  shall  be  determined  under  S  1.1502- 
12  (except  that  no  deduction  shall  be  al¬ 
lowed  under  section  242).  adjusted  for 
the  following  items  taken  into  account 
in  the  computation  of  the  consolidated 
net  operating  loss: 

<i>  The  portion  of  the  consolidated 
dnidends  received  deduction,  the  (x>n- 
solidated  charitable  contributions  deduc¬ 
tions.  and  the  consolidated  section  247 
deduction,  attributable  to  such  member; 

(ii)  Such  member’s  net  capital  gain 
<  determined  without  regard  to  any  net 
capital  loss  carryover  attributable  to  such 
member) ; 

(iii)  Such  member’s  net  capital  loss 
and  section  1231  net  loss,  reduced  by  the 
portion  of  the  consolidated  net  capital 
loss  attributable  to  such  member  (as  de¬ 


termined  rinder  paragraph  (b)  (2)  of  this 
section) ;  and 

(iv)  lire  portion  of  any  consolidated 
net  capital  loss  carryover  attributable  to 
such  member  which  is  absorbed  in  the 
taxable  year. 

(4)  Examples.  The  provisions  of  this 
paragraph  may  be  illustrated  by  the  fol¬ 
lowing  examples: 

Example  (J).  (i)  Corporation  P  was 

formed  on  January  1,  1986.  P  filed  a  separate 
return  for  the  calendar  year  106S.  On  March 
15.  1987,  P  formed  corporation  S.  P  and  8 
filed  a  consolidated  return  for  1987.  On 
January  1.  1988,  P  purchased  all  the  stock 
of  corporatlcm  T,  which  had  been  formed  In 
1987  and  had  filed  a  separate  return  for  its 
taxable  year  ending  December  31.  1967. 

(II)  P.  8,  and  T  Join  In  the  filing  of  a 
consolidated  return  for  1988,  which  return 
refiects  a  consolidated  net  operating  loss  of 
$11,000.  $2,000  of  such  consolidated  net  op¬ 
erating  loss  Is  attributable  to  P,  $3,000  to  8. 
and  $8.0(X)  to  T.  Such  apportionment  of  the 
consolidated  net  operating  loss  was  made  on 
the  basis  of  the  separate  net  operating  losses 
of  each  member  as  determined  under  sub- 
paragraph  (3)  of  this  paragraph. 

(III)  $5,000  of  the  1988  consolidated  net 
operating  loss  can  be  carried  back  to  P's  sep¬ 
arate  return  for  1988.  Such  amount  Is  the 
portion  of  the  consolidated  net  operating  loss 
attributable  to  P  and  8.  Even  though  8  was 
not  In  existence  In  1988,  the  portion  attribut¬ 
able  to  8  can  be  carried  back  to  P's  separate 
return  year,  since  8  (luUlke  T)  was  a  member 
of  the  group  Immediately  after  Its  organiza¬ 
tion.  ITie  1988  consolidated  net  operating 
loss  can  be  carried  back  against  the  group's 
Income  In  1987  except  to  the  extent  (l.e., 
$6,000)  that  It  Is  apportioned  to  T  for  Its  1987 
separate  return  year  and  to  the  extent  that 
It  was  absorbed  In  P's  1968  separate  return 
year.  The  portion  of  the  1988  consolidated 
net  operating  loss  attributable  to  T  ($8,(X)0) 
Is  a  net  operating  loss  carryback  to  Its  1967 
separate  return. 

Example  (2).  (1)  Assume  the  same  facts 
as  In  example  (1).  Assume  further  that  on 
June  IS.  1989,  P  sells  all  the  stock  of  T  to  an 
outsider,  that  P  and  8  file  a  consolidated  re¬ 
turn  for  1969  (which  Includes  the  Income 
of  T  for  the  period  January  1  through  June 
15),  and  that  T  files  a  separate  return  for 
the  period  June  16  through  December  31, 
1989. 

(11)  The  1988  consolidated  net  operating 
loss,  to  the  extent  not  absorbed  In  prior 
years,  must  first  be  carried  to  the  consoli¬ 
dated  return  year  1989.  Any  portion  ot  the 
$6,000  amount  attributable  to  T  which  Is 
not  absorbed  In  ‘Ts  1967  separate  return  year 
or  In  the  1969  consolidated  return  year  shall 
then  be  carried  to  T’s  separate  return  year 
ending  December  31, 1989. 

<b)  Carrj/over  of  consolidated  net 
capital  loss  to  separate  return  years — 
(1)  In  general.  If  a  consolidated  net 
capital  loss  can  be  carried  under  the 
principles  of  section  1212  (a)  and  para¬ 
graph  (b)  of  1  1.1502-22  to  a  separate 
return  year  of  a  corporation  (or  could 
have  been  so  carried  if  such  corporation 
were  in  existence)  which  was  a  member 
of  the  group  in  the  year  in  which  such 
consolidated  net  capital  loss  arose,  then 
the  portion  of  such  consolidated  net 
capital  loss  attributable  to  such  corpo¬ 
ration  (as  determined  under  sulqiara- 


graph  (2)  of  this  peu'agraph)  studl  be 
apportioned  to  such  corporation  (and 
any  successor  to  such  corporation  in  a 
transaction  to  whidi  section  S81(a) 
applies)  under  the  principles  of  para¬ 
graph  (a)  (1),  (2)  and  (3)  of  this  section 
and  shall  be  a  net  capital  kiss  carryover 
to  such  sepiuate  return  year. 

(2)  Portion  of  consolidated  net  capital 
loss  attributable  to  a  member.  The  por¬ 
tion  of  a  consolidated  net  capital  loss 
attributable  to  a  member  of  a  group  is 
an  amount  equal  to  such  consolidated 
net  capital  loss  multiplied  by  a  fraction, 
the  numerator  of  which  is  the  net  capital 
loss  of  such  member,  and  the  denomi¬ 
nator  of  which  is  the  sum  of  the  net 
capital  losses  of  those  members  of  the 
group  having  net  ct^ital  losses.  For 
purposes  of  this  subparagraph,  the  net 
capital  loss  of  a  member  of  the  group 
shall  be  determined  by  taking  into  ac- 
coimt  the  following: 

(1)  Such  member’s  net  capital  gain  or 
loss  (determined  without  regard  to  any 
net  capital  loss  carryover) ;  and 

(il)  Such  m«nber’s  section  1231  net 
loss,  reduced  by  the  portion  of  the  con¬ 
solidated  section  1231  net  loss  attribut¬ 
able  to  such  member. 

(c)  Carryover  and  carryback  of  con¬ 
solidated  unused  investment  cr^it  to 
separate  return  years — (1)  In  general. 
If  a  consolidated  unused  Investment 
credit  can  be  carried  under  the  principles 
of  section  46(b)  and  paragrai^  (b)  of 
S  1.1502-3  to  a  separate  return  year  of 
a  corporation  (or  could  have  been  so  car¬ 
ried  if  such  corporation  were  in  exist¬ 
ence)  which  was  a  member  of  the  group 
in  the  year  in  wl^ch  such  unused  credit 
arose,  then  the  portion  of  such  consoli¬ 
dated  unused  credit  attributable  to  such 
corporation  (as  determined  under  sub- 
paragraph  (2)  of  this  paragraph)  shall 
be  apportioned  to  such  corporation  (and 
any  successor  to  such  corporation  in  a 
transaction  to  which  section  381(a)  ap¬ 
plies)  under  the  principles  of  paragraph 
(a)  (1)  and  (2)  of  this  section  and  shidl 
be  an  investment  credit  carryover  or 
carryback  to  such  separate  return  year. 

(2)  Portion  of  consolidated  unused 
investment  credit  attributable  to  a  mem¬ 
ber. — (1)  Investment  credit  carryback. 
In  the  case  of  a  consolidated  unused 
credit  which  is  an  investment  credit 
carryback,  the  portion  of  such  consoli¬ 
dated  unused  credit  attributable  to  a 
member  of  the  group  is  an  amount  equal 
to  such  consolidated  unused  credit  multi¬ 
plied  by  a  fraction,  the  numerator  of 
which  is  the  credit  earned  of  such  mem¬ 
ber  for  the  consolidated  (mused  credit 
year,  and  the  denominator  of  which  Is  the 
consolidated  credit  earned  for  such  tm- 
used  credit  year. 

(il)  Investment  credit  carryover.  In 
the  case  of  a  (xmsolidated  unused  credit 
which  is  an  investment  credit  carryover, 
the  portion  of  such  (x>nsolldated  imused 
credit  attributable  to  a  member  of  the 
group  is  an  amount  equal  to  such  con¬ 
solidated  (mused  credit  multiplied  by  a 
fraction,  the  numerator  of  which  is  the 
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credit  earned  with  reqwct  to  any  section 
38  property  placed  In  service  in  the  con¬ 
solidated  uniuMd  credit  year  and  owned 
by  such  member  (wheth^  or  not  placed 
in  service  by  such  member)  at  the  close 
of  the  last  day  as  of  which  the  taxable 
income  of  such  member  is  included  In  a 
consolidated  return  filed  by  the  group, 
and  the  denominator  of  which  is  the  con¬ 
solidated  credit  earned  for  such  unused 
credit  year. 

(d)  Carryover  and  carryback  of  con¬ 
solidated  unused  foreign  tax — (1)  In 
general.  If  a  consolidated  unused  for¬ 
eign  tax  can  be  carried  under  the  prin¬ 
ciples  of  section  904(d)  and  paragraph 

(e)  of  1  1.1502-4  to  a  separate  return  year 
of  a  corporation  (or  could  have  been  so 
carried  if  siich  corporation  were  in  ex¬ 
istence)  which  was  a  member  of  the 
group  in  the  year  in  which  such  unused 
foreign  tax  arose,  then  the  portion  of 
such  consolidated  unused  foreign  tax  at¬ 
tributable  to  such  corporation  (as  deter¬ 
mined  under  subparagraph  (2)  of  this 
paragraph)  shall  be  apportioned  to  such 
corporation  (and  any  successor  to  such 
corporation  in  a  transaction  to  which 
section  S81(a)  applies)  under  the  prin¬ 
ciples  of  paragraph  (a)  (1)  and  (2)  of 
this  section  and  shall  be  deemed  paid 
or  accrued  in  such  separate  return  year 
to  the  extent  provided  in  section  904(d). 

(2)  Portion  of  consolidated  unused 
foreign  tax  attributable  to  a  member. 
The  portion  of  a  consolidated  xmused 
forei^  tax  for  ai\y  year  attributable  to 
a  member  of  a  group  is  an  amount  equal 
to  such  consolidated  imused  foreign  tax 
multlpled  by  a  fraction,  the  numerator 
of  wMch  is  the  foreign  taxes  paid  or 
accrued  for  such  year  (including  those 
taxes  deemed  paid  or  accrued,  other  than 
by  reason  of  section  904(d))  to  each 
foreign  country  or  possession'tor  to  all 
foreign  countries  or  possessions  if  the 
overall  limitation  is  effective)  by  su(^ 
member,  and  the  denominator  of  which 
is  the  aggregate  of  all  such  tmces  paid 
or  accrued  for  such  3^ear  (including  those 
taxes  deemed  paid  or  accrued,  other  than 
by  reason  of  section  904(d))  to  each 
such  foreign  coimtry  or  possession  (or 
to  all  foreign  countries  or  possessions  if 
the  overall  limitation  is  effective)  by  all' 
the  members  of  the  group. 

(e)  Carryover  of  consolidated  excess 
charitable  contributions  to  separate  re¬ 
turn  years — (1)  fn  general.  If  the  con- 
soUdated  excess  charitable  (xmtiibutions 
for  any  taxable  year  can  be  carried  un¬ 
der  the  principles  of  section  170(b)(2) 
and  paragraph  (b)  of  i  1.1502-24  to  a 
separate  return  year  of  a  corporation  (or 
could  have  been  so  carried  if  such  cor¬ 
poration  were  in  existence)  which  was 
a  member  of  the  group  in  the  year  in 
which  such  excess  contributions  arose, 
then  the  portion  of  su(^  consolidated 
excess  charitable  contributions  attribut¬ 
able  to  such  corporation  (as  determined 
under  subparagraph  (2)  of  this  para¬ 
graph)  shall  be  apportioned  to  such  cor¬ 


poration  (and  any  successor  to  such 
corporation  in  a  transaction  to  which 
section  381(a)  applies)  under  the  prin¬ 
ciples  of  paragra^  (a)  (1)  and  (2)  of 
this  section  and  shall  be  a  charitable 
contribution  carryover  to  such  separate 
return  year. 

(2)  Portion  of  consolidated  exceu 
charitable  contributions  attributable  to 
a  member.  The  portion  of  the  consoli¬ 
dated  excess  charitable  contributions 
attributable  to  a  member  of  a  group  is 
an  amount  equal  to  such  consolidated  ex¬ 
cess  contributicms  multiplied  by  a  frac¬ 
tion.  the  numerator  of  which  is  the 
charitable  contributions  paid  by  such 
member  for  the  taxable  year,  and  the 
denominator  of  which  is  the  aggregate 
of  all  such  charitable  contributions  paid 
for  such  year  by  all  the  members  of  the 
group. 

(f)  Intercompany  transactions — (1) 
Intercompany  transactions  other  than 
deferred  intercompany  transitions.  In 
certain  cases  a  member  of  the  group  must 
take  into  account  in  a  separate  return 
year  an  item  of  income  or  a  deduction 
which  it  otherwise  would  have  taken  into 
account  in  earlier  consolidated  return 
years.  See  paragraph  (b)  (2)  of  S  1-1502- 
13. 

(2)  Deferred  intercompany  transac¬ 
tions.  See  paragraphs  (d) .  (e) .  and  (f ) 
of  i  1.1502-13  for  rules  with  respect  to 
restoration  of  deferred  gains  and  losses 
in  separate  return  years. 

§  1.1502-80  Applicability  of  otbcr  pro* 
visiofis  of  law. 

The  Code,  or  other  law,  shall  be  appli¬ 
cable  to  the  , group  to  the  extent  the  regu¬ 
lations  do  not  exclude  its  iq>plication. 
Thus,  for  example,  in  a  transaction  to 
which  section  381(a)  applies,  the  acquir¬ 
ing  corporation  will  succeed  to  the  tax 
attributes  described  in  section  381  (c>. 
Furthermore,  sections  289,  204,  and  482 
apply  for  any  consolidated  return  year. 

Reculations  Appucaslx  to  Taxablx 
Yxaxs  Paioa  to  Januaxt  1. 1966 

§  1.1502-0A  Introdortory. 

The  regulations  prescribed  under  sec¬ 
tion  1502  of  the  Internal  Revenue  Code 
of  1954  are  applicable  in  the  case  of  all 
corporations  (with  certain  statutory  ex¬ 
ceptions)  to  taxable  years  beginning 
after  December  31.  1953.  and  ending 
after  August  16.  1954.  and  with  respect 
to  such  taxable  years,  the  regulations 
under  section  1502  supersede  26  CFR 
(1939)  part  24  (Regulations  129).  Any 
provision  of  the  regulations  under  such 
section,  the  applicability  of  which  is 
stated  in  terms  of  a  specific  date  (occur¬ 
ring  after  December  31, 1953)  or  in  terms 
of  taxable  years  ending  after  a  specific 
date  (occurring  after  December  31. 
1953) .  shall  apply  to  taxable  years  end¬ 
ing  after  such  spedfic  date.  Each  such 
provision  shall  in  the  case  of  a  taxable 
year  subject  to  26  CFR  (1939)  part  24 
(Regulations  129) .  be  deemed  included  in 
28  CFR  (1939)  part  24  (Regulations  129) 
but  shall  be  applicable  only  to  taxable 


years  ending  after  such  specific  date. 
The  provisions  of  26  CFR  (1939)  part  24 
(Regulations  129) ,  superseded  by  provi¬ 
sions  of  the  regi^tions  under  section 
1502,  the  applicability  of  which  is  stated 
in  terms  of  a  specific  date  (occurring 
after  December  31, 1953)  shall  be  deemed 
to  be  included  in  the  regulations  under 
such  section  but  shall  be  applicable  only 
to  the  period  prior  to  the  talcing  effect  of 
the  corresponding  provision  of  the  regu¬ 
lations  under  such  section. 

§  1.1502— lA  Privilege  of  making  ron- 
aolidated  retnma. 

(a)  Section  1501  gives  to  the  corpo¬ 
rations  of  an  affiliated  group  the  privi¬ 
lege  of  making  a  consolidated  income  tax 
return  for  the  taxable  year  in  lieu  of 
separate  returns.  This  privilege  is  given, 
however,  upon  the  condition  that  all 
corporations  which  have  been  members 
of  ^e  affiliated  group  at  any  time  during 
the  taxable  year  for  which  the  retcun  is 
made  consent  to  the  regulations  imder 
section  1502  applicable  to  such  taxable 
year  and  any  amendments  thereof  duly 
prescribed  prior  to  the  last  day  pre¬ 
scribed  by  law  for  the  filing  of  ^e  re¬ 
turn;  and  the  making  of  the  consoUdated 
return  is  considered  as  such  consent. 

(b)  With  respect  to  a  taxable  year  to 
which  26  cm  (1939)  Part  24  (Regcila- 
tions  129) .  as  aonended  by  the  regulations 
under  section  1502  is  applicable,  the  reg¬ 
ulations  to  which  consent  is  made  are 
those  in  26  cm  (1939)  Part  24  (Regula¬ 
tions  129),  as  amended,  and  as  further 
amended  by  the  regulations  under  such 
section.  With  respect  to  a  taxable  year 
to  which  the  regulations  under  section 
1502  are  applicable,  the  regulations  to 
which  consent  is  made  are  the  regula¬ 
tions  under  such  section  as  changed  to 
the  extent  that  portions  of  26  cm 
(1939)  Part  24  (Regulations  129)  are 
applicable.  For  example,  in  the  case  of 
a  fiscal  year  ending  October  31. 1954,  the 
Internal  Revenue  Code  of  1939  and  26 
CRR  (1939)  Part  24  (Regulations  129) 
are  applicable  to  a  consolidated  return 
filed  for  such  year.  In  such  case,  if  the 
first  distribution  in  pursuance  of  a  plan 
of  complete  liquidation  of  a  member  of 
the  affiliated  group  occurs  on  or  after 
June  22.  1954,  1  1.1502-S8A  is  appUcable 
in  Ueu  of  26  cm  (1939)  24.38  (Regula¬ 
tions  129) .  On  the  other  hand,  if  such  a 
distribution  occurs  before  June  22.  1954, 
26  cm  (1939)  24.38  (Regulations  129) 
is  applicable.  Similarly,  in  the  case  of  a 
return  filed  for  the  calendar  year  1954, 
the  Internal  Revenue  Code  of  1954  and 
the  regulations  under  section  1502  are 
applicable.  In  such,  case,  if  the  first 
distribution  in  pursuance  of  a  plan  of 
complete  liquidation  of  a  member  of  the 
affiliated  group  occurs  prior  to  Jime  22. 
1954,  26  cm  (1939)  2438  (Regulations 
129)  is  appUcable  in  lieu  of  1  1.1502-38A. 
If  stt<^  distribution  occurs  on  or  after 
June  22. 19M,  1  1.1502-38A  is  appUcable. 

(e)  The  last  day  prescribed  by  law 
tor  the  filing  of  the  return  includes  the 
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last  day  of  the  period  of  any  extension 
of  time  granted  by  the  Commissioner. 

(d)  The  tax  liability  of  the  members 
of  the  affiliated  group  for  the  taxable 
year  involved  will  be  determined  In  ac¬ 
cordance  with  the  provisions  of  the  reg¬ 
ulations  to  which  consent  is  given  and 
without  regard  to  any  changes  of  the 
lilies  therein  prescribed  made  subsequent 
to  the  last  day  prescribed  by  law  ior 
the  filing  of  the  return  for  such  year. 

§  1.1502— 2A  Definiliono. 

fa)  Code.  The  term  “Code”  means 
the  Internal  Revenue  Code  of  1954  and 
the  sections  of  statutory  law  referred  to 
in  the  regulations  under  section  1502 
unless  otherwise  stated,  are  sections  of 
that  Code. 

(b)  Affiliated  group.  (1)  The  term 
"affiliated  group”  Is  defined  in  section 
1504  and  includes  the  common  parent 
corporation  and  every  other  corporation 
for  the  period  during  which  such  corpo¬ 
ration  is  a  member  of  the  affiliated  group 
within  the  meaning  of  such  section.  It 
does  not  include  any  corporation  which 
is  not  an  "includible  corporation”  as  de¬ 
fined  by  section  1504(b).  An  includible 
corporation  is  defined  by  such  section  to 
mean  any  corporation,  except — 

(i)  A  corporation  exempt  under  sec¬ 
tion  501  from  the  taxes  imposed  by  sub- 
titieA; 

(ii)  An  insurance  company  subject  to 
taxation  imder  section  802  or  821  (except 
as  provided  in  section  1504(c) ) ; 

(lii)  A  foreign  corporation  (except  as 
provided  in  section  1504(d)); 

(iv)  A  corporation  entitled  to  the  ben¬ 
efits  of  section  931  by  reason  of  receiv¬ 
ing  a  large  percentage  of  its  income  from 
sources  within  possessions  of  the  United 
States; 

(V)  A  corporation  organized  under  the 
China  Trade  Act  of  1922  (15  U.S.C.  ch. 
4); 

(Vi)  A  regulated  investment  company 
or  a  real  estate  investment  trust  subject 
to  tax  under  subchapter  M,  chapter  1 
of  the  Code; 

(vii)  An  unincorporated  business  en¬ 
terprise  subject  to  tax  as  a  corporation 
imder  section  1361;  and 

(viii)  For  periods  before  September 
24,  1959,  an  electing  small  business  cor¬ 
poration  as  defined  in  section  1371(b) . 

The  consolidated  income  tax  return  must 
include  every  includible  corporation 
which,  under  the  provisions  of  section 
1504,  is  a  member  of  the  afliliated  group. 
No  corporation  which  is  <x>nnected  by 
stock  ownership  with  an  affiliated  group 
of  includible  corporations  through  a  non- 
includible  corporation  may  be  Included 
in  the  consolidated  return  of  such  group. 
In  no  case  may  a  consolidated  return  be 
filed  by  subsidiary  corporations  as  an 
affiliated  group  unless  the  common  par¬ 
ent  coiporation  through  which  the  sub¬ 
sidiaries  are  connected  is  a  member  of 
the  group.  For  instance,  there  will  not 
be  recognized  as  an  affiliated  group  two 
domestic  industrial  corporations,  the 
common  parent  corporation  of  which  is 
a  regulated  investment  company  subject 
to  tax  under  part  I,  subchapter  M,  chap¬ 
ter  1  of  the  Code. 

<2)  An  insurance  company  subject  to 
tax  under  section  831  is  an  includible 


corporation  and  may  be  included  in  an 
affiliated  group,  together  with  corpora¬ 
tions  other  than  insurance  companies 
taxable  under  section  802  or  821.  Insur¬ 
ance  companies  subject  to  tax  under  sec¬ 
tion  802  or  821  are  not  includible  corpo¬ 
rations  under  section  1504(b).  Under 
section  1504(c),  however,  a  domestic  in¬ 
surance  company  taxable  under  section 
802  may  be  included  in  an  affiliated 
group  comprised  solely  of  other  domestic 
insurance  companies  taxable  under  sec¬ 
tion  802;  it  may  not  be  included  in  an 
affiliated  group  with  other  corporations. 
An  affiliated  group  of  domestic  insurance 
companies  taxable  under  section  802  may 
not  include  a  domestic  insurance  com¬ 
pany  taxable  under  section  821  or  831. 

(3)  In  the  case  of  a  domestic  corpo¬ 
ration  owning  or  controlling,  directly  or 
indirectly,  100  percent  of  the  capital 
stock  (exclusive  of  directors’  qualifying 
shares)  of  a  corporation  organized  under 
the  laws  of  Canada  or  of  Mexico  and 
maintained  solely  for  the  purpose  of 
complying  with  the  laws  of  such  country 
as  to  title  and  operation  of  property, 
such  foreign  corporation  may,  at  the 
option  of  the  domestic  corporation,  be 
treated  for  Income  tax  purposes  sis  a 
domestic  corporation.  The  option  to 
treat  such  foreign  corporation  sis  a  do¬ 
mestic  corporation  so  that  it  may  be 
included  in  a  consolidated  return  must 
be  exercised  at  the  time  of  making  the 
consolidated  return,  and  cannot  be  exer¬ 
cised  at  any  time  thereafter.  If  the  elec¬ 
tion  is  exercised  to  treat  such  foreign 
corporation  as  a  domestic  corporation, 
it  must  be  included  in  the  consolidated 
return  of  the  affiliated  group  of  which  it 
is  a  member  for  esKsh  consecutive  year 
thereafter  for  which  such  group  msikes 
or  is  required  to  msdee  a  consolidated 
return. 

(4)  An  affiliated  group  of  corpora- 
ti(ms,  within  the  meaning  of  section 
1504,  is  formed  at  the  time  that  the 
common  parent  corporation,  which  is 
an  Includible  corporation,  broomes  the 
owner  directly  of  stock  possessing  at 
least  80  percent  of  the  voting  power  of 
all  classes  of  stock  and  at  least  80  per¬ 
cent  of  each  class  of  nonvoting  stock 
(not  including  nonvoting  stock  which 
is  limited  and  preferred  as  to  dividends) 
of  another  includible  corporation;  a 
corporation  becomes  a  member  of  such 
an  affiliated  group  at  the  time  that  one 
or  more  members  of  such  group  become 
the  owners  directly  of  stock  possessing 
at  least  80  percent  of  the  voting  power 
of  all  classes  of  its  stock  and  at  least 
80  percent  of  each  class  of  its  nonvoting 
stock  (not  including  nonvoting  stock 
which  is  limited  and  preferred  as  to 
dividends) ;  and  a  corporation  ceases 
to  be  a  member  of  such  an  affiliated 
group  at  the  time  that  the  members  of 
such  group  cease  to  own  directly  stock 
possessing  at  least  80  percent  of  the  vot¬ 
ing  power  of  all  classes  of  its  stock,  or  at 
least  80  percent  of  each  class  of  its  non¬ 
voting  stock  (not  including  non  voting 
stock  which  is  limited  and  preferred  as 
to  dividends). 

(c)  Consolidated  return  period.  The 
term  "cmisolidated  return  p^od”  means 
the  taxable  year  1929.  or  any  subsequent 
taxable  year,  for  which  a  consolidated 


return  is  made  or  is  required,  income  tax 
return,  excess  profits  tax  return,  or  both. 
Including  the  period  during  which  a  sub> 
sidiary  corporation  is  engaged  in  dis¬ 
tributing  its  assets  In  liquidation. 

(d)  Subsidiary.  The  term  "subsid¬ 
iary”  means  a  corporation  (other  than 
the  common  parent  corporation)  which 
is  a  member  of  the  affiliated  group  dur¬ 
ing  any  part  of  the  consolidated  return 
period. 

(e)  Tax.  The  term  "tax”  means  any 
tax  imposed  by  chapter  1  of  the  Code, 
and  includes  any  interest,  penalty,  addi¬ 
tional  amount,  or  addition  to  the  tax. 
payable  in  respect  thereof. 

(f)  Terms  defined  in  Internal  Revenue 
Code.  Terms  which  are  defined  in  the 
Code  shall,  when  used  in  the  regulations 
under  section  1502  have  the  meaning 
assigned  to  them  by  the  Code,  unless 
specifically  otherwise  defined. 

(g)  Regulated  public  utility.  (1) 
The  term  "regulated  public  utility” 
means  a  corporation  described  in  sec¬ 
tion  1503  (c) .  It  includes  a  corporation 
(1)  whose  operations  are  an  integral 
part  of  the  furnishing  or  sale  of  a  prod¬ 
uct  or  service  described  in  such  section 
by  an  interconnected  and  c(x>rdinated 
public  utility  system  or  syst^ns  and  (11) 
whose  rates  for  furnishing  products  or 
services  to  the  system  or  systems  are 
established  or  approved  by  a  regulatory 
body  described  in  section  1503  (c)  (1). 
For  the  purpose  of  determining  whether 
or  not  M  percent  of  the  gross  Income 
of  the  corporation  is  from  the  furnish¬ 
ing  or  sale  of  such  product  or  service, 
income  received  in  consideration  for  the 
product  or  service  described  shall  in¬ 
clude  only  income  received  directly 
therefrom  and  income  from  the  furnish¬ 
ing  or  sale  of  byproducts  and  residual 
products  which  are  directly  necessary 
and  incidental  to  the  furnishing  of  such 
product  or  service.  In  determining 
under  subdivislcm  (i)  of  this  subiMira- 
graph  whether  the  operations  of  a  par¬ 
ticular  corporation  constitute  sm  inte¬ 
gral  part  of  the  “furnishing  or  sale”  of 
a  product  or  service  described  in  sec¬ 
tion  1503  (c),  the  income  of  a  corpora¬ 
tion  shall  be  deemed  to  be  friun  such 
source  only  to  the  extent  that  it  is  in  con¬ 
sideration  for  necessary  processing  of 
either  the  product  descril^  in  section 
1503  (c)  or  the  essential  facilities  used 
in  making  available  to  customers  such 
product  or  service. 

§  1.1502—3.4  Applicability  of  other  pro- 
viitiond  of  law. 

Any  matter  in  the  determination  of 
which  the  provisions  of  the  regulations 
under  section  1502  are  not  applicable 
shall  be  determined  in  accordance  wl^ 
the  provisions  of  the  Code  or  other  law 
applicable  thereto. 

§§  1.1502-4A  to  1.1502-9A  [Rc!icr>cd] 
§  1.1502— lOA  Exerrioe  of  privilege. 

(a)  When  privilege  must  be  exercised. 
The  privilege  of  making  a  consolidated 
return  under  section  1502  for  any  tax¬ 
able  year  of  an  affiliated  group  must  be 
exercised  at  the  time  of  mairiny  i;^. 
turn  of  the  common  parent  corporation 
for  such  year.  For  this  purpose,  the 
return  is  considered  as  made  on  Uie  due 
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a.t«  0l  Mch  return  ^ 

of  time  SS 

pri^rnSVate  of  Rto! 

of  »!>«»««  /5  jLa^nis;  tot. 

doea  not  conatttute  m  eioroou 
uDon  the  corporatkm  m  auowqueBv  w 
iSrt.  If  the  prtvUece  la  exerciaed  at  ^ 
the  t*">*  of  making  the  return,  aepara^ 

returns  cennot  theierftM  ^  ^  to  the 

oirh  year  (See.  however,  i 

r^Lttag  to  faUure  to  ISc 

^Efect  of  ientaUve  return*.  In  no  ma 
case  will  the  privUege  ““‘J®*’ ^  ' 
(a)  of  thia  section  be  considered  as  e«^ 
cised  at  the  time  of  making  a  so-call^  ^ 
tenUtive  return"  (made,  for  exu^. 

in^rder  to  obtain  an  extensi^  of  toe 

for  making  the  return  reauir^  JL'  tai 
However,  if  any  such  tentative  rH'J™  he 

is  made  upon  the  basi^  a  cowUdated 

return  or  a  separate  ^Hum  the  retiOT 

required  by  law  must  be  ^e  u^n  the  ^ 

Sie  basis.  unl»  up<m  t*)®, cr 

the  return  required  by  l^(eitter  aw  ^ 

arate  return  or  a  hi 

as  the  case  may  be)  the  di 

tofore  made  and  to  be  m^e  are 
Justed  in  a  manner  satisfactory  to  the  ^ 
Commissioner.  ti 

(c)  Estimated  tax.  (1)  e: 

provided  in  subparagraph  (2)  of  ^  ^ 

naragraph.  the  iirovlslons  of  section  6016 
^SSStodeclarati^ofertlina*^  ^ 

by  oorporaUons)  and  j*?;  o 

lating  to  payments  of  estl^t^  tl 

corporaUons)  shall  be  ap^ble  tothe  ^ 
several  members  of  an  c 

in  the  same  manner  and  to  the  ame 
extent  as  in  the  case  of  corporations 
filing  separate  returns,  whether  or  ^ 
InSi  affiliated  group  files  a 
return.  The  declaration  of  esUmat^ 
tax  Rhftii  be  filed  and  payments 
made  to  the  district  director  fm  toe  in¬ 
ternal  revenue  district  prescribed  for  toe 
filing  of  a  separate  lnc<rae 
the  case  of  each  member  of  the  grow 
required  to  file  a  declaration  of  estinm^ 
tax.  If  a  consolidated  return  is  fil^. 
the  amounts  of  any  payments  made  wito 
respect  to  toe  consoUdat^return  peri^ 
shall  be  credited  against  toe  tax  i^i^Ly 
of  the  affiliated  group  with  respect  to  toe 
consolidated  return  period. 

(2)  If  toe  aflUiated  group  Intends  to 
file  a  consolidated  return  for  toe  taxable 
year,  toe  common  parent  corporetion 
may  file  a  declaration  of  estimated  to 
for  the  group.  In  such  case,  all  of  toe 
several  manors  of  the  affiliated  ^up 
shall  be  treated  for  toe  purw  of  im¬ 
plying  toe  provisions  of  8ection8  60l6 
Jnd6154  as  a  single  cojporetion. 
such  a  declaration  is  filed. 

ary  shaU  n.mfy  the  0“2?ot'^Sl2SlbS 
the  internal  revenue  district  pi^i^ 

for  toe  filing  of  »  W*™'? 
return  by  such  subsidiary  that  its  esti¬ 
mate  is  Included  in  the  declaratiw  made 
by  toe  common  parent  corporetion.  u 
the  affiliated  group  does  not 
soUdated  return  for 

such  a  declaration  is  “«1*J***  P^^***^^ 
made  wito  respect  to  such  deda^on 
shall  be  apportioned  a*nw  the  serol 
members  of  the  group  in  the  ma^ 
designated  by  toe  common  parent  cor¬ 


poration  for  toe  purpose  of  detoiml^  ^ 

addition  to  the  tax  provided  by  sec-  pow 

“T3)T.nyc.»mwbid.».^  “jj 

“t4f^??f5Xi5A<r»l.Uh.t0U.bU-  ^ 

KoS  Uw  Jorfidlomtopw-U.  ^ 

mated  tax). 

§  1.1302-llA  C'xMiiiolidiiled  relum*  for 

subsequent  years.  “ 

(a)  consolidated  returns  /or 

5^  dming  which  toe  affiliato  g^  ^ 
Jwnalns  in  existence  unless  JJ 

3S 

dSctly.  by  a  memi^  °‘f^e*Soup  co 
has  become  a  member  of  to  grow  co 
during  such  subsequent  taxable  year. 

:  sequent  to  the  ^  E« 

'  the  election  to  S 

turns.  subtiUe  A  of  the  “ 

;  extent  appUcable  to  cor^ratioM.or^  w 

!  regulations  \mder  section  1M2  wnw  u 

®  been  consented  to,  have  been  b< 

amended  and  any  such  ^ 

“  of  a  character  which  makes  ® 

^  tlally  less  advantageous  to  ^Uat^  o 

*  groifps  as  a  class  toe  contl^  fi^  of  a 

P  oo^Udated  returns.  55?  J 

*  effective  date  of  such  amendnMnt.  or  (8)  g 
“  the  Commissioner,  prior  to  toe  tJJ®«^  ^ 
5  making  the  return,  upon  oPPlj^^  J 
3  made  by  toe  common  parent  corpora^n  t 
and  for  good  cause  shown,  grants  per-  j 
»«  Sssion  to  change.  For  toe  purp^  of 
''  subparagraph  (2)  of  tola  paragraph,  toe  i 
expSrSSon  (rf  a  provision  shall  ^  ow-  i 
^  sidered  as  an  amendment  to  the  Code  i 

SSSTon  to^dateofsuch^ti^  i 

^  to)  Effect  of  ! 

3.*  consolidated  return  is  required.  M  toe 
S  making  of  a  consoUdated  *®t^  is  ^ 

qulred  for  any  tax^e  y^;^®jSutId 
bility  of  toe  members  of  toe  affiliaw 
group  shaU  be  computed  in  toe  s^ 

manner  as  if  a  consoUda^  return  h^ 

uV*  been  made,  even  though  separate  re- 
turns  are  made;  amounts  assessed  OP^ 
the  basis  of  separate  returns  sl^_te 
^  considered  as  having 

toe  ba<M«  of  a  consolidated  return,  ai^ 

Sf  SSounte  paid  upon  toe  bsjtis  of  Sin^ 

returns  shaU  be  considered  as 
been  paid  by  the  common  P“*®t 

pSatS^  in  such  cases  t^  maktogjrf 

separate  returns  shall  not  be  ctmsklered 
^  as  the  making  of  a  return  for  toe  iw- 
**®^  r>»—  of  oomputixw  any  period  of  limlta- 

,5m*  tlo"  or  any  deficiency.  If  a  oonwlMlated 
return  for  such  t^le 
*3^  after  made,  such  return  shall,  tw  w 
^  purpose  of  computing  periods  of  Ihn^ 
tion  and  any  deficiency,  be  considered 
as  the  return  for  such  year. 

(c)  When  affUiated  group  reusmins  hi 
exUtenee.  Foe  the  purpose  of  the  reg- 

™  Sations  under  section  1602.  an  affiliated 

cor-  group  shaU  be  considered  as  remaining 


in  existence  if  the  common  P“«*iV 
poration  remains  as  a  common  pMt 
a^at  least  one  subsidiary 
filiated  wito  it,  whether  or  not  such  sub¬ 
sidiary  was  a  member  of  the  iwup  at 
the  time  toe  group  was 
whether  or  not  one  or  more  corporations 
have  become  subsidiaries 
to  be  subsidiaries  at  any  time  after  the 

croup  was  formed.  _ 

(d)  When  affiliated  group  terminal. 

For  the  purpose  of  toe  regulations  undCT 
section  1502.  an  affiliated  group  shaU  be 
SSdered  as  terminated  U 
parent  corporation  ceases  to  be 
SS%rent  or  if  there  U  no  subsidiary 
affiliated  wito  it. 

§  1.1302-12A  Miikins  con»oUd»lrd  re¬ 
turn  and  (iling  other  formt*. 

(a)  Consolidated  return  made  bg  cor^ 

mon  parent  corporation. 
return  shaU  be  made  on  Pom 
the  common  parent  corporetion  ^ 
affiliated  group.  Such  f*birn  toaU^ 
filed  at  the  time  and  in  the  office  of  the 
SSlS  i^ector  tor  the  Interniti  rev«ue 
district  prescribed  for  the  *^5 

separate  return  by  such  common  parent 
corporation. 

(b)  Authorizations  and  c® **•***/• 
Each  subsidiary  must  prepare  duial»te 
originals  of  FOm  1122. 

>  toe  regulations  under  section  1602  and 
»  authorising  toe  common  parent  corpoii^ 
i  tion  to  make  a  consoUdated 

i  behalf  for  toe  taxable  year  wd  author- 

I  iBlng  toe  common  P»ren^r.  in  the 

-  event  of  its  faUure.  the  Oommlssio^ 

1  or  the  district  director)  to  m^  a 

f  soUdated  return  on  Ito  l“.Si 

e  as  tt  remains  a  member  of 

)  group),  for  each  year 
if  which,  under  paraph  (a)  1 1^^ 

n  HA.  the  making  of  a  consoUdated  return 
n  is  required.  One  of  such  forM.  m  pre- 

-  oared  by  each  subsidiary  shaU  be  at- 
)f  toched  to  the  consolidated 

le  part  thereof;  and  the  other  ShaU  l»  fl^ 

i-  ator  before  toe  time  the 

le  return  is  filed,  in  toe  office  of  toe  dta^ 

director  for  the  iat*^ 
m  prescribed  for  the  filing  of  a 
le  return  by  such  subsidiary. 

e-  sttt  can  be  withdrawn  or  revoked  atwy 

a-  time  after  toe  consoUdated  return  is 

M  Affiliations  rehediUs^bkJ^- 

ad  mon  parent  corporation.  The  com^ 
re-  parent  corporation  shaU 
on  851  (AflUlations  Schedule),  whteh  sh^ 
be  be  attached  to  and  made  a  part  of  toe 
Km  consoUdated  return.  „ 

nd  (d)  Fersons  qualified  to  execute^  re- 
ate  turns  and  forms. 

tog  required  to  be  made  or  prepai^  oy  » 
or-  corporation  must  be  ®xecut^  JT  t^ 

of  pSSw  authorised  under  sectiwMJ^ 

red  execute  returns  of  separate  corpo«^o«^ 
ur-  In  cases  where  receivers  « 
tta-  bankruptcy  are  operating  toe 

lied  or  business  of  corporatioM.  each  r^im 

are-  or  f  om  required  to  be  made  or 
the  by  such  corporation  must  be  executed  by 
Ita-  the  receiver  or  trustee,  as  toe  case  may 
sred  be.  pursuant  to  an  order  or  bMtrocUons 
of  toe  court,  and  be  accompanied  by  a 
s  hi  copy  of  such  order  or  Instruc^^ 

Ng-  (e)  Signatures  in  cose 

ated  left  affiliated  group.  Slro  Fom  UW 

ptng  is  required  even  though,  during  toe  tax- 
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able  year  of  the  common  parent  corpo¬ 
ration,  the  subsidiary  (because  of  a  dis¬ 
solution  or  sale  of  stock,  or  otherwise) 
has  ceased  to  be  a  member  of  the  affili¬ 
ated  group,  it  may  be  advisable  for  the 
common  parent  to  obtain  the  proper  sig¬ 
natures  to  the  form  prior  to  the  time  the 
subsidiary  ceases  to  be  a  member  of  the 
group. 

§  I.IS02-13A  Change  in  afliliated 
group  during  taxable  >ear.' 

(a)  General  rule.  Except  as  herein¬ 
after  provided,  a  consolidated  return 
must  include  the  income  of  the  common 
parent  corporation  and  of  each  subsidi¬ 
ary  for  the  entire  tcucable  year  of  the 
affiliated  group. 

(b)  Formation  of  affiliated  group  after 
beginning  of  year.  If  an  affiliated  group 
is  formed  after  the  beginning  of  the  tax¬ 
able  year  of  the  corporation  which  be¬ 
comes  the  common  parent  corporation, 
the  consolidated  return  must  include  the 
Income  of  the  common  parent  for  its 
entire  taxable  year  (excluding  any  por¬ 
tion  of  such  year  during  which  its  in¬ 
come  is  included  in  the  consolidated 
return  of  another  affiliated  group)  and 
the  income  of  each  subsidiary  from  the 
time  it  became  a  member  of  the  affiliated 
group. 

(c)  Complete  termination  of  affiliated 
group  prior  to  close  of  Unable  year.  If 
an  affiliated  group  is  terminated  prior  to 
the  close  of  the  taxable  year  of  the  group, 
the  consolidated  return  must  include  the 
Income  of  the  common  parent  corpora¬ 
tion  for  its  entire  taxable  year  (exclud¬ 
ing  any  portion  of  such  year  during 
which  its  Income  is  included  in  the  con¬ 
solidated  return  of  another  affiliated 
group)  and  of  each  subsidiary  for  the 
period  prior  to  the  termination.  (See 
paragraphs  (c)  and  (d>  of  S  1.1502-llA 
in  determining  whether  the  group  has 
terminated.) 

(d)  Addition  to  affiliated  group  of  a 
subsidiary  during  year.  If  a  corporation 
becomes  a  member  of  the  affiliated  group 
during  the  taxable  year  of  the  group, 
the  consolidated  return  must  Include  its 
income  from  the  time  when  it  became 
a  member  of  the  group. 

(e)  Elimination  from  affiliated  group 
of  a  subsidiary  during  year.  If  a  subsidi¬ 
ary  ceases  to  be  a  member  of  the  affili¬ 
ated  group  during  the  taxable  year  of 
the  group,  the  consolidated  return  must 
include  its  income  for  the  period  during 
which  it  was  a  member  of  the  group. 

(f)  Period  of  30  days  or  less  may  be 
disregarded.  A  subsidiary  may  at  its  op¬ 
tion  be  considered  as  having  been  a 
member  of  the  affiliated  group  during  the 
entire  taxable  year  of  the  group  (or  dur¬ 
ing  the  entire  period  of  the  existence  of 
the  subsidiary,  whl(ffiever  is  shorter)  If 
the  period  during  which  it  was  not  a 
member  of  such  group  does  not  exceed 
30  days.  If  a  corporation  has  been  a 
member  of  the  affiliated  group  for  a  pe¬ 
riod  of  less  than  31  days  during  the  tax¬ 
able  year  of  the  group,  it  may  at  its 
optlcm  be  considered  as  not  having  been 

*ThU  MCtlon  hu  no  bearing  upon  the 
question  whether  a  consolidated  return  niay 
or  must  be  made,  but  relates  only  to  the 
effect  of  changes  In  the  affiliated  group 
during  the  taxable  year. 


a  member  of  the  group  during  the  tax¬ 
able  year.  An  option  under  this  para¬ 
graph  must  be  exercised  at  the  time  the 
consolidated  return  is  made. 

(g)  Separate  returns  for  periods  not 
included  in  consolidated  return.  If  a 
corporation,  during  its  taxable  year  (de¬ 
termined  witibout  regard  to  the  affilia¬ 
tion)  ,  becomes  a  member  of  an  affiliated 
group,  its  income  for  the  portion  of  such 
taxable  year  not  included  in  the  con¬ 
solidated  return  of  such  group  must  be 
included  in  a  separate  return  (or,  if  a 
member  of  another  affiliated  group 
which  makes  a  consolidated  return  for 
such  period,  then  in  such  consolidated 
return) .  If  a  corporation  cesises  to  be  a 
member  of  the  affiliated  group  during 
the  taxable  year  of  the  group,  its  Income 
for  the  period  after  the  time  when  it 
ceased  to  be  a  member  of  the  group  must 
be  included  in  a  separate  return  (or,  if  it 
becomes  a  member  of  another  affiliated 
group  which  makes  a  consolidated  re¬ 
turn  for  such  period,  then  in  such  con¬ 
solidated  return). 

(h)  Time  for  making  separate  returns 
for  periods  not  included  in  consolidated 
return.  (1)  (1)  If  the  due  date  for  filing 
a  subsidiary’s  separate  return  (deter¬ 
mined  without  regard  to  the  affiliation 
and  without  regard  to  extensions  of 
time)  precedes  the  due  date  for  filing 
the  consolidated  return  of  the  affiliated 
group  (determined  without  regard  to 
extensions  of  time),  then,  on  or  before 
the  due  date  of  the  subsidiary’s  separate 
return,  it  may  make  a  separate  return 
either  for  that  portion  of  its  taxable  year 
which  would  not  be  included  in  the  con¬ 
solidated  return,  if  such  return  Is  filed, 
or  for  its  complete  taxable  year.  How¬ 
ever.  if  a  separate  return  is  filed  for  only 
a  portion  of  its  taxable  year  and  the 
group  does  not  elect  to  make  a  consoli¬ 
dated  return,  such  subsidiary  shall  file 
a  return  for  its  complete  taxable  year 
not  later  than  the  due  date  (including 
extensions  of  time)  prescribed  for  the 
filing  of  the  consolidated  return  by  the 
group.  There  shall  be  attached  to  the 
return  for  the  complete  taxable  year  a 
statement  setting  forth  that  such  return 
is  in  lieu  of  the  return  previou^  filed. 
In  such  case  the  return  previously 
filed  for  only  a  portion  of  its  taxable 
year  shall  not  be  considered  a  return 
within  the  meaning  of  section  6012.  On 
the  other  hand,  if  a  return  is  filed  for 
the  subsidiary’s  complete  taxable  year 
and  the  group  later  makes  a  consolidated 
return,  such  subsidiary  should  file  an 
amended  return  not  later  than  the  due 
date  (including  extensions  of  time)  for 
the  filing  of  the  consolidated  return  of 
the  group.  Such  amended  return  shall 
be  for  that  portion  of  the  taxable  year 
which  is  not  included  in  the  consolidated 
return. 

(ii)  If  the  due  date  for  filing  a  sub¬ 
sidiary's  separate  return  (determined 
without  regard  to  the  affiliation  and 
without  regard  to  extensions  of  time) 
is  later  than  the  due  date  for  filing  the 
consolidated  return  of  the  affiliated 
group  (determined  without  regard  to  ex¬ 
tensions  of  time),  then  the  separate  re¬ 
turn  for  that  portion  of  the  subsidiary’s 
taxable  year  which  is  not  included  in 
the  consolidated  return  of  the  group 


should  be  filed  no  later  than  the  due 
date  (including  extensions  of  time)  for 
the  filing  of  the  consolidated  return. 

(2)  The  provisions  of  this  paragraph 
may  be  illustrated  by  the  following 
examples: 

Example  (i).  Corporation  P.  which  re¬ 
ports  Its  Income  on  a  calendar  year  basis, 
acquires  all  of  the  stock  of  Corporation  8 
on  January  1,  1959.  Corporation  8  reports 
its  Income  on  a  fiscal  year  ending  March  31. 
On  June  15.  1959,  the  due  date  for  the  filing 
of  a  separate  return  by  Corporation  8,  It  Is 
anticipated  that  Corporation  P  will  elect, 
on  the  due  date  of  Its  return,  to  file  a  con¬ 
solidated  return  for  1959.  On  June  IS,  Cor¬ 
poration  8  may  file  either  a  return  (or  a 
short  taxable  year  beginning  April  1,  1958, 
and  ending  December  31,  1958.  or  It  may 
file  a  return  (or  the  complete  fiscal  year 
ending  March  31,  1959.  If  It  files  a  return 
for  the  short  taxable  year  and  Corporation  P 
does  not  elect  to  file  a  consolidated  return. 
Corporation  8  m\ut  file  a  return  for  the 
complete  fiscal  year  ending  March  31,  1959, 
In  lieu  of  the  return  previously  filed  (or  the 
short  period.  Interest  Is  computed  on  any 
additional  tax  from  June  15.  1959. 

Example  (2).  Assume  the  same  (acts  as 
In  example  (1).  except  that  Corporation  P 
acquires  all  of  the  stock  of  Cor|x>ratlon  8 
on  October  1,  1959,  and  that  (:k>rporatlon  P 
elects  to  file  a  consolidated  return  on  March 
15,  1990,  the  due  date  of  Its  return.  The 
return  of  Corporation  8  (or  the  short  tax¬ 
able  year  beginning  April  1,  1959,  and  end¬ 
ing  8eptember  30,  1959,  should  be  filed  on 
March  15.  1960. 

§  1.1502— 14A  Arrouiiling  period  of  an 
affiliated  group. 

(a)  The  taxable  year  of  an  affiliated 
group  which  makes  a  consolidated  return 
shall  be  the  same  as  the  taxable  year  of 
the  common  parent  corporation;  and, 
except  as  provided  in  paragraph  (c)  of 
this  section,  upon  having  elected  to  file  a 
consolidated  return,  each  subsidiary  cor¬ 
poration  shall,  not  later  than  the  close 
of  the  first  consolidated  taxable  year 
ending  thereafter,  adopt  an  annual  ac¬ 
counting  period,  fiscal  year  or  calendar 
year  as  the  case  may  be.  in  conformity 
with  that  of  the  common  parent. 

(b)  If  a  change  of  accoimting  period 
is  necessary  in  order  to  conform  the  ac¬ 
counting  periods  of  the  common  parent 
and  of  its  subsidiaries.  Form  1128  shall 
be  submitted  at  or  before  the  time  of  fil¬ 
ing  the  consolidated  return  for  the  tax¬ 
able  year  in  which  the  subsidiary  has 
first  adopted  the  parent  corporation’s 
annual  accoimting  period. 

(c)  If  the  common  parent  corporation 
of  an  affiliated  group  has  a  fiscal  year 
ao(X)untlng  period  and  any  member  of 
the  group  is  an  includible  insurance 
company  required  by  section  843  to  file 
its  return  on  a  calendar  year,  the  first 
consolidated  return  which  includes  such 
insurance  company  may  be  filed  on  the 
basis  of  the  fiscal  year  accounting  period 
of  the  common  parent,  provided,  how¬ 
ever,  the  common  parent  and  the  other 
includible  corporations  change  to  a  cal¬ 
endar  year  basis  effective  immediately 
after  the  (dose  of  such  fiscal  year.  For 
this  purpose.  Form  1128  shall  be  sub¬ 
mitted  at  or  before  the  time  such  first 
consolidated  return  is  filed. 

(d)  With  respect  to  computations  for 
years  involved  in  the  change  to  the  con¬ 
solidated  basis,  see  §  1.1502-32A. 
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§  1.1. >02-15.4  Liabilitjr  for  tax. 

(a)  Several  liabilittf  of  members  of  af¬ 
filiated  group.  Except  as  provided  in 
paragraphs  (b)  and  (c)  of  this  section, 
the  common  parent  corporation  and 
each  subsidiary,  a  member  of  the  affili¬ 
ated  group  during  any  part  of  a  consoli¬ 
dated  return  period,  ^all  be  severally 
liable  for  the  tax  (including  any  defi¬ 
ciency  in  respect  thereof)  computed  as 
provided  in  {  1.1502-S0A,  and  for  any  ad¬ 
dition  to  the  tax  computed  as  provided  in 
1  1.1502-49A  for  imderpayment  of  esti¬ 
mated  tax  for  the  consolidated  return 
period. 

(b)  Liability  of  a  corporation  in  bank¬ 
ruptcy  or  receiverthip.  If.  at  the  time  of 
filing  a  consolidated  return,  one  or  more, 
but  not  all,  of  the  members  of  the  affilli- 
ated  group  are  in  bankruptcy  under  the 
laws  of  the  United  States  or  in  receiver¬ 
ship  in  any  court  of  the  United  States 
or  of  any  State,  Territory,  or  the  District 
of  Columbia,  then  the  liability  under 
paragraph  (a)  of  this  section  of  each 
such  member  of  the  group  with  respect 
to  the  period  covered  by  such  return 
shall  not  exceed  such  portion  of  the  con¬ 
solidated  tax  liability  for  such  period 
as  the  several  corporations  included  in 
the  consolidated  return  may,  subject  to 
the  approval  of  the  Commissioner,  agree 
upon,  or.  in  the  absence  of  such  an 
agreement,  an  amount  equal  to  its  liabil¬ 
ity  for  such  year  computed  as  if  a  sepa¬ 
rate  retiuti  had  been  filed. 

(c)  lAabiUty  of  subsidiary  after  with¬ 
drawal.  U  a  subsidiary  has  ceased  to  be 
a  member  of  the  affiliated  group,  its 
liability  imder  paragraph  (a)  of  this  sec¬ 
tion  shaU  remain  imchanged,  except 
that  if  such  cessation  occurred  prior  to 
the  date  upon  which  any  deficiency  is  aa- 
sessed  and  resulted  from  a  bona  fide 
sale  of  stock  for  fair  value,  the  Commis¬ 
sioner  may,  if  he  beUeves  that  the  as¬ 
sessment  or  collection  of  the  balance 
of  the  deficiency  will  not  be  Jeopardised, 
make  assessment  and  collection  of  such 
deficiency  from  such  former  subsidiary 
in  an  amount  not  exceeding  the  portion 
thereof  allocable  to  it  upon  the  bases 
of  income  used  in  the  computations,  re¬ 
spectively,  of  the  normal  tax,  the  surtax, 
and  any  other  tax  imposed  by  chapter 
1  of  the  Code  included  in  such  deficiency. 

(d)  Effect  of  intercompany  agree¬ 
ments.  Any  agreement  entered  into  by 
one  or  more  members  of  the  affiliated 
group  with  any  other  members  of  such 
group  or  with  any  other  person  shall  in 
no  case  have  the  effect  of  reducing  the 
liability  prescribed  under  this  section. 

(e)  Liability  of  transferee  not  af¬ 
fected.  This  section  shall  not  be  con¬ 
sidered  as  extinguishing  or  diminishing 
any  liability,  at  law  or  in  equity,  ot  a 
transferee  of  property  of  a  taxiM^r, 
including  any  liability  under  any  provi¬ 
sion  of  law.  State  or  Federal,  relating 
to  liabilities  pursuant  to  corporate  dis¬ 
solution  or  transfer  or  distribution  of 
assets,  whether  or  not  in  connection  with 
a  merger  or  consolidation. 

§  1.1502— 16A  Common  parent  corpora¬ 
tion  agent  for  sabaidiariea. 

(a)  Scope  of  agency  of  common  parent 
corporation.  Ebccept  as  provided  in  para¬ 
graphs  (b)  and  (c)  of  this  section,  the 


common  parent  corporation  shall  be  for 
all  purposes  (other  than  the  making  of 
the  subsidiary  consent  required  by  para¬ 
graph  (b)  of  S  L1502-12A)  in  respect  of 
the  tax  for  the  taxable  year  for  which  a 
consolidated  return  is  made  or  is  re¬ 
quired,  the  sole  agent,  duly  authorized  to 
act  in  its  own  name  in  all  matters  relat¬ 
ing  to  such  tax.  for  each  corporation 
which  during  any  part  of  such  year  was 
a  member  of  the  affiliated  group.  The 
corporations,  other  than  the  common 
parent,  shall  not  have  authority  to  act 
for  or  to  represent  themselves  in  any 
such  matter.  For  example.  aU  corre¬ 
spondence  will  be  carri^  on  directly 
with  the  common  parent;  notices  of 
deficiencies  will  be  mailed  only  to  the 
common  parent,  and  the  mailing  to  the 
common  parent  shall  be  considered  as 
a  mailing  to  each  such  corporation; 
notice  and  demand  for  pasrment  of 
taxes  will  be  given  only  to  the  common 
parent,  and  such  notice  and  demand 
shall  be  considered  as  a  notice  and  de¬ 
mand  to  each  such  corporation;  the 
common  parent  will  file  petitions  and 
conduct  proceedings  before  the  Tax 
Court  of  the  United  States,  and  any 
such  petition  shall  be  considered  as 
having  also  been  filed  by  each  such  cor¬ 
poration;  the  common  parent  will  file 
claims  for  refund  or  credit;  refunds  will 
be  made  directly  to  and  in  the  name  of 
the  common  parent  and  wUl  discharge 
any  liability  of  the  Government  in  re¬ 
spect  thereof  to  any  such  corporation; 
and  the  common  parent  in  its  name  will 
give  waivers,  give  bonds,  and  execute 
closing  agreements,  offers  in  compro¬ 
mise.  and  all  other  documents,  and  any 
waiver  or  bond  so  given,  or  agreement, 
offer  in  compromise,  or  any  other  docu¬ 
ment  so  executed,  shall  be  considered  as 
having  also  been  given  or  executed  by 
each  such  corporation.  Notwithstand¬ 
ing  the  provisions  of  this  paragraph, 
however,  any  notice  of  deficiency,  in 
respect  of  the  tax  for  a  consolidated 
return  period,  will  name  each  corpora¬ 
tion  which  was  a  member  of  the  affili¬ 
ated  group  during  any  part  of  such  pe¬ 
riod,  and  any  assessment  (whether  of 
the  original  tax  or  of  a  deficiency)  will 
be  made  in  the  name  of  each  siich  cor¬ 
poration  (but  a  failure  to  include  the 
name  of  any  such  corporation  will  not 
affect  the  validity  of  the  notice  of  de¬ 
ficiency  or  the  assessment  as  to  the  other 
corporations);  any  notice  and  demand 
for  pasrment  will  name  each  corporation 
which  was  a  member  of  the  affiliated 
group  during  any  part  of  such  period 
(but  a  failure  to  include  the  name  of  any 
such  corporation  will  not  affect  the 
validity  of  the  notice  and  demand  as  to 
the  other  corporations);  and  any  levy 
(or  warrant  or  notice  in  respect  thereof) , 
any  notice  of  a  lien,  or  any  other  pro¬ 
ceeding  to  collect  the  amoimt  of  any 
assessment,  after  the  assessment  has 
been  made,  will  name  the  corporation 
from  which  such  collection  is  to  be 
made.  The  provisions  of  this  paragraph 
shall  apply  whether  or  not  a  consoli¬ 
dated  return  is  made  for  any  subse¬ 
quent  year,  and  whether  or  not  one  or 
more  subsidiaries  have  become  or  have 
ceased  to  be  members  of  the  group  at 
any  time.  Notwithstanding  the  provi¬ 


sions  of  this  piuragraph.  the  Commis¬ 
sioner  may,  if  he  deems  it  advisable,  deal 
directly  with  any  member  of  the  group 
in  respect  of  its  aUllty,  in  which  event 
such  member  shall  have  full  authority 
to  act  for  itself. 

(b)  Effect  of  withdrawal  of  subsidiary. 
For  the  purpose  of  the  assertion,  assess¬ 
ment,  and  collection  of  any  deficiency, 
and  of  a  credit  or  refund  of  any  amount 
paid  by  a  former  subsidiary  as  a  defi¬ 
ciency  determined  under  paragraph  (c) 
of  §  1.1502-15A.  but  for  no  other  pur¬ 
pose,  the  agency  of  the  common  parent 
corporation  in  respect  of  any  subsidi¬ 
ary  which  has  ceased  to  be  a  member 
of  the  affiliated  group  shall  be  termi¬ 
nated  upon  the  expiration  of  30  days 
(or  prior  thereto  if  the  Commissioner 
consents)  from  the  date  upon  which 
such  subsidiary  files  written  notice  with 
the  Commissioner  that  it  has  ceased 
to  be  a  member  of  the  affiliated  group 
and  that  it  is  terminating  such  agency. 
For  example,  if  a  subsidiary  has  ceased 
to  be  a  member  of  the  group  (and  if 
the  30-day  period  has  expired)  prior 
to  the  mailing  of  a  notice  of  deficiency 
to  the  common  parent,  a  separate  no¬ 
tice  of  deficiency  will  be  mailed  in  due 
coiuse  to  the  subsidiary  in  respect  of 
its  deficiency  if  it  becomes  necessary  to 
enforce  its  liability. 

(c)  Effect  of  dissolution  of  common 
parent  corporation.  If  the  common 
pcumit  corporation  contemplates  dissolu¬ 
tion,  or  is  about  to  be  dissolved,  or  if  for 
any  other  reason  its  existence  is  about  to 
terminate,  it  shall  forthwith  notify  the 
Commissioner  of  such  fact  and  designate, 
subject  to  the  approval  of  the  Commis¬ 
sioner.  another  member  of  the  affiliated 
group  to  act  as  agent  in  its  place  to  the 
same  extent  and  subject  to  the  same  con¬ 
ditions  and  limitations  as  are  applicable 
to  the  common  parent.  If  the  notice 
thus  required  is  not  given  by  the  com¬ 
mon  parent,  the  remaining  members  of 
the  group  may.  subject  to  the  approval 
of  the  Commissioner,  designate  another 
member  of  the  group  to  act  as  such 
agent,  and  notice  of  such  designation 
shall  be  given  to  the  Commissioner. 
Until  a  notice  in  writing  designating  a 
new  agent  has  been  received  by  the  Com¬ 
missioner.  any  notice  of  deficiency  or 
other  communication  mailed  to  the  com¬ 
mon  parent  shall  be  considered  as  having 
been  properhr  mailed  to  the  agent  of  the 
group;  or.  if  the  Commissioner  has  rea¬ 
son  to  believe  that  the  existence  of  the 
common  parent  has  terminated,  he  may. 
if  he  deems  it  advisable,  deal  directly 
with  any  member  of  the  group  in  respect 
of  its  liability. 

§  1.1502-17.4  m'aivera. 

(a)  Effect  of  waiver  given  by  com¬ 
mon  parent  corporation.  Any  consent 
given  by  the  common  parent  corpora¬ 
tion  (or  by  an  agent  in  accordance 
with  paragraph  (c)  of  i  1.1502-16A)  ex¬ 
tending  the  time  within  which  an  assess¬ 
ment  may  be  made  or  levy  or  proceeding 
in  court  begtm,  in  respect  of  the  tax  for 
a  consolidated  return  period,  shall  be 
applicable  (1)  to  each  corporation  which 
was  a  member  of  the  affiliated  group 
during  any  put  of  such  period  (whether 
or  not  any  such  corporation  has  ceased 
to  be  a  member  of  the  group) ,  and  (2) 
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to  each  corporation  the  Income  of  which 
was  included  in  the  consolidated  return, 
or  which  filed  Form  1122,  for  such 
period,  even  though  it  is  subsequently 
determined  that  such  corporation  was 
not  a  member  of  the  group. 

(b)  Acceptance  of  loaivers  from  com¬ 
mon  parent  corporation  and  alleged  sub¬ 
sidiary.  In  no  case  will  a  separate  waiver 
be  accepted  from  a  corporaticm  the  in¬ 
come  of  which  was  included  in  the  con¬ 
solidated  reUun  (for  example,  a  corpo¬ 
ration  which  the  Commissioner  deter¬ 
mines  was  not  a  member  of  the  affiliated 
group),  or  which  filed  Form  1122,  unless 
a  waiver  is  also  obtained  from  the  com¬ 
mon  parent,  or  unless  the  Commissioner 
is  dealing  directly  with  such  corporation 
to  enforce  its  liability. 

§  1.1502— 18A  Failure  to  comply  %¥ith 
regulations. 

(a)  Exclusion  of  a  subsidiary  from 
consolidated  return.  If  there  has  been 
a  failure  to  include  in  the  consolidated 
return  the  income  of  any  subsidiary, 
or  a  failure  to  file  any  of  the  forms 
required  by  these  regulations,  notice 
thereof  shall  be  given  the  common  par¬ 
ent  corporation  by  the  Commissioner, 
and  the  tax  liability  of  each  member  of 
the  affiliated  group  shtdl  be  determined 
on  the  basis  of  separate  returns  unless 
such  Income  is  included  or  such  forms 
are  filed  within  the  period  prescribed  in 
such  notice,  or  any  extension  thereof,  or 
unless  under  i  1.1502-llA  a  consolidated 
return  is  required  for  such  irear. 

(b)  Common  parent  corporation  in¬ 
correctly  designated  in  consolidated  re¬ 
turn.  If  a  consolidated  return  Includes 
a  corporation  as  the  common  parent 
and  such  corporation  was  not  (under 
the  provisions  of  section  1502),  the  com¬ 
mon  parent,  the  tax  liability  of  each 
corporation  included  in  the  return  will 
be  computed  in  the  same  manner  as  if 
separate  returns  had  been  made,  unless, 
upon  application,  the  Commissioner  ap¬ 
proves  the  making  of  a  consolidated  re¬ 
turn,  or  unless  under  $  1.1502-1  lA  a  con¬ 
solidated  return  is  required  for  such 
year. 

(c)  Inclusion  of  one  or  more  subsidi¬ 
aries  not  members  of  affiliated  group.  If 
a  consolidated  return  includes  a  corpo¬ 
ration  as  a  subsidiary  and  such  corpora¬ 
tion  was  not  a  member  of  the  aflillated 
group  during  the  consolidated  return 
period,  the  tax  liability  of  such  corpora¬ 
tion  will  be  determined  upon  the  basis  of 
a  separate  return  (but  see  paragraph  (a) 
of  this  section),  and  the  consolidated 
return  shall  be  considered  as  including 
only  the  corporations  which  were  mem¬ 
bers  of  the  group  during  such  period.  If 
the  consolidated  return  includes  two  or 
more  corporations  which  are  not  mem¬ 
bers  of  the  group  but  which  constitute  a 
separate  affiliated  group,  the  tax  liaMlity 
of  the  corporations  constituting  the  sep- 
arate  group  will  be  computed  in  the  same 
manner  as  if  separate  returns  had  been 
made  by  such  corporations,  unless  the 
Commissioner,  upon  application,  ap¬ 
proves  the  making  of  a  consolidated  re¬ 
turn  for  the  separate  group,  mr  unless 
under  $  1.1502-11 A  a  consolidated  return 
is  required  for  the  separate  group. 

(d)  Effect  of  authorization  and  con¬ 
sent  filed  pursuant  to  notice.  If  Form 


1122  is  filed  by  any  corporation,  pursu¬ 
ant  to  a  iK>tice  under  paragraph  (a) 
of  this  section,  such  corporation  shall  be 
considered  for  all  purposes  as  having 
Joined  in  the  making  of  the  consolidated 
return. 

(e)  Allocation  of  payments  in  the 
event  of  change  by  one  or  more  corpo¬ 
rations  to  separate  returns.  In  any  case 
in  which  amounts  have  been  assessed 
and  paid  upon  the  basis  of  a  consol¬ 
idated  return  and  the  tax  liability  of 
one  or  more  of  the  corporations  included 
in  the  consolidated  return  is  to  be  com¬ 
puted  in  the  same  manner  as  if  sep¬ 
arate  returns  had  been  made,  the 
amounts  so  psdd  shall  be  allocated  be¬ 
tween  the  affiliated  group  composed  of 
the  corporations  properly  included  in 
the  consolidated  return  and  each  of  the 
corporations  the  tax  liability  of  which 
is  to  be  computed  on  a  separate  basis, 
in  such  manner  as  the  corporations  in¬ 
cluded  in  the  consolidated  return  may, 
subject  to  the  approval  of  the  Commis¬ 
sioner.  agree  upon,  or,  in  the  absence 
of  an  agreement,  upon  the  bases  used 
in  the  respective  computations  of  the 
normal  tax,  the  surtax  and  any  other 
tax  imposed  by  chapter  1  of  the  Code, 
as  shown  upon  the  consolidated  return. 

§  1.15()2— 19A  Trntalive  carry  bark  ad> 
juKtmciita. 

(a)  Groups  with  constant  member¬ 
ship;  consolidated  returns  only.  In  the 
case  of  an  affiliated  group  the  member¬ 
ship  of  which  remains  unchanged  and 
for  which  consolidated  returns  are  made 
or  are  required  for  the  taxable  years  in¬ 
volved,  any  statement  filed  under  section 
6164  with  respect  to  an  expected  carry¬ 
back  and  any  application  for  a  tentative 
carryback  adjustment  filed  under  section 
6411  shall  be  filed  by  the  common  parent 
corporation  and  shall  disclose  all  mate¬ 
rial  facts  and  circumstances  relating  to 
the  group  as  a  whole.  Such  statement  or 
application  shall  be  filed  on  the  appro¬ 
priate  form  prescribed  for  such  purpose. 
Form  1138  or  Form  1139,  as  the  case  may 
be.  Any  refunds  allowable  under  any 
such  application  will  be  made  directly 
to  and  in  the  name  of  the  common  par¬ 
ent.  The  making  of  any  such  refund  will 
discharge  any  liability  of  the  Govern¬ 
ment  in  respect  thereof  to  the  several 
affiliated  corporations.  The  common 
parent  corporation  and  its  several  sub¬ 
sidiaries  shall  be  severally  liable  for  any 
amounts  assessed  pursuant  to  section 
6213(b)(2),  together  with  any  Interest 
or  penalty  assessed  in  connection  there¬ 
with. 

(b)  Croups  with  changing  member¬ 
ship;  cases  involving  a  separate  return 
period.  (1)  The  membership  of  an 
affiliated  group  may  change  during  a 
taxable  year  for  which  a  net  operating 
loss  arises,  or  in  the  preceding  taxable 
year  affected  by  such  net  loss.  Or  an 
affiliated  group  making  a  consolidated 
return  for  the  year  of  such  net  loss  may 
have  made  separate  returns  for  the  pre¬ 
ceding  year;  or  a  group  making  separate 
returns  for  the  year  of  the  net  loss  may 
have  made  a  consolidated  return  for  the 
preceding  year.  In  any  such  ceae,  the 
statement  provided  for  in  section  6164 
and  the  application  for  the  tentative 
carryback  adjustment  provided  for  in 


section  6411  shall  be  a  Joint  statement 
or  application  concurred  in  and  exe¬ 
cuted  by  each  corporation  which  was 
a  member  of  the  group  at  any  time 
during  either  of  the  taxable  years  in¬ 
volved  in  the  deferment  or  adjustment 
sought.  The  time  for  the  payment  of 
taxes  shall  be  extended  imder  section 
6164  and  the  adjustment  provided  for 
in  section  6411  shall  be  made  only  in 
accordance  with  an  agreement  of  the 
several  corporations  Involved  to  be  made 
a  part  of  such  statement  or  application. 
Any  refund  allowable  under  any  such 
application  with  respect  to  a  consoli¬ 
dated  return  period  will  be  made  directly 
to  and  in  the  name  of  the  common  par¬ 
ent  corporation,  and  the  making  of  any 
such  refund  will  discharge  any  liability 
of  the  Government  in  respect  thereof  to 
the  several  affiliated  corporations.  The 
common  parent  corporation  and  its  sev¬ 
eral  subsidiaries  shall  be  severally  liable 
for  any  amounts  assessed  pursuant  to 
section  6213  (b)  (2).  together  with  any 
interest  or  penalty  assessed  in  connec¬ 
tion  therewith. 

(2)  In  the  absence  of  an  agreement 
between  the  several  corporations,  or  in 
the  event  of  their  failure  to  set  forth  the 
provisions  of  such  an  agreement  as  a 
part  of  their  statement  or  application,  no 
extension  of  time  for  the  payment  of 
any  tax  under  the  provisions  of  section 
6L64  shall  be  granted,  and  no  tentative 
adjustment  shall  be  made  under  section 
6411. 

(3)  Notwithstanding  any  agreement 
between  the  several  affiliated  corpora¬ 
tions.  no  tentative  adjustment  shall  be 
made  with  respect  to  either  a  consoli¬ 
dated  or  a  separate  return  period  in 
disregard  of  the  several  liability  of  the 
several  corporations  with  respect  to  any 
taxable  year  for  which  a  consolidated 
return  was  made  or  was  required. 

§§  1.1502-20A  to  1.1502-29A  [Reserved] 
§  1.1502— 80A  CompotatioM  of  tax. 

(a)  General  rule.  In  the  case  of  an 
affiliated  group  which  makes,  or  is  re¬ 
quired  to  make,  a  consolidated  return  for 
any  taxable  year,  the  tax  liability  of  each 
corporation  for  the  period  during  such 
year  that  it  was  a  member  of  such  group 
shall  be  computed,  subject  to  the  pro¬ 
visions  of  paragrai^  (b)  of  Uiis  sectitm, 
upon  the  consolidated  taxable  income 
and  the  consolidated  taxable  income  plus 
the  aggregate  of  the  deductions  of  the 
several  affiliated  corporations  allowable 
under  section  242,  or,  in  the  case  of  the 
taxes  imposed  by  section  531,  section  541 
(except  as  provided  in  paragraph  (b)  (4) 
of  this  section),  and  section  802,  upon 
the  consolidated  accumulated  taxable 
income,  the  consolidated  undistributed 
personal  holding  company  income,  the 
consolidated  life  insurance  company 
taxable  income,  the  consolidated  life  in¬ 
surance  company  taxable  income  plus 
the  aggregate  of  the  deductions  of  the 
several  affiliated  corporations  allowable 
under  section  242,  or  the  consolidated 
1954  life  insurance  company  taxable  in¬ 
come,  as  the  case  may  be.  determined  in 
each  case  in  accordance  with  the  regu¬ 
lations  under  sectiem  1502.  In  the  case 
of  an  affiliated  group  realising  long¬ 
term  capital  gains  and  computing  its  tax 
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under  the  altemative  tax  provlsioDS  of 
section  1201.  the  tax  shall  be  computed 
with  reference  to  the  consolidated  tax¬ 
able  income,  and  the  excess  of  the  con¬ 
solidated  net  long-term  capital  gain  over 
the  consolidated  net  short-term  capital 
loss.  The  tax  imposed  under  section  11 

(c)  or  section  831  shall  be  increased  for 
any  taxable  year  for  which  an  affiliated 
group  makes  or  is  required  to  make  a 
consolidated  return  by  2  percent  of  the 
consolidated  taxable  income  (computed 
without  regard  to  the  deduction,  if  any, 
provided  in  section  242  for  partially  tax- 
exempt  interest) . 

(b)  Special  rules.  The  general  rule 
prescribe  in  paragraph  (a)  of  this  sec¬ 
tion  is  subject  to  the  following  special 
niles: 

(1)  In  the  case  of  Western  Hemi¬ 
sphere  trade  corporations  and  regulated 
public  utilities.  If  the  affiliated  group 
filing  a  consolidated  return  includes  a 
Western  Hemisphere  trade  corporation, 
as  defined  in  section  921.  or  a  regulated 
public  utility,  as  defined  in  section  1503 
and  paragraph  (g)  of  §  1.1502-2A.  the  in¬ 
crease  of  2  percent  provided  in  section 
1503(a)  in  the  corporation  surtax  rate 
shall  be  applied  only  on  that  portion  of 
the  consolidated  taxable  Income  attrib¬ 
utable  to  the  members  of  the  group  other 
than  the  Western  Hemisphere  trade  cor¬ 
poration  or  the  regulated  public  utility 
without  any  increase  with  respect  to  any 
partially  tax-exempt  interest  of  such 
Western  Hemisphere  trade  corporaticm 
or  such  regulated  public  utility. 

(2)  In  case  of  mutual  savings  hanks 
conducting  life  insurance  business.  It 
the  parent  corporation  of  an  affiliated 
group  is  a  mutual  savings  bank  which.  If 
a  separate  return  were  filed,  would  be 
subject  to  the  alternative  tax  of  section 
594  (a)  (relating  to  a  mutual  savings 
bank  conducting  a  life  insurance  busi¬ 
ness).  the  provisions  of  section  594  (a) 
shall  apply  to  such  group  and  the  alter¬ 
native  tax  of  such  group  under  section 
594  (a)  shall  be  computed  with  reference 
to  the  consolidated  taxable  income  of  the 
group  attributable  to  such  parent  corpo¬ 
ration  determined  without  regard  to  any 
items  of  gross  income  or  deductions 
properly  allocable  to  the  business  of  the 
life  insurance  department,  and  with  ref¬ 
erence  to  the  Income  of  such  life  insur¬ 
ance  department  determined  under  the 
provisions  of  section  594  (a)  (2)  and 
paragraph  (b)  of  §  1.1502-31A. 

(3)  Canges  in  methods  of  account¬ 
ing.  In  any  case  in  which  a  member 
of  the  affiliated  group  changes  its 
method  of  aocoimting.  if  the  year  of  the 
change  is  a  year  for  which  a  consoli¬ 
dated  return  Is  filed  (or  is  required  to 
be  filed),  and  if  the  requirements  of 
section  481  (b)  are  met.  then  the  tax 
under  chapter  1  of  the  Code  attributable 
to  the  Increase  in  consolidated  taxable 
income  required  by  paragraph  (c)  of 
I  1.1502-44A  shall  not  be  greater  than  the 
tax  under  chapter  1  (or  the  correspond¬ 
ing  provisions  of  prior  law)  which  would 
result  if  the  provisions  of  section  481(b) 
were  applied  to  the  corporation  required 
to  make  the  change  in  accounting 
method,  but  with  the  taxes  for  any  year 
determined  on  the  basis  of  the  regula¬ 
tions  under  section  1502  (or  prior  con- 
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soUdated  returns  regulations)  If  the 
Income  of  such  corporation  was  Included 
in  a  consolidated  return  for  such  year, 
or  on  the  basis  of  a  separate  return,  if 
the  income  of  such  corporation  was  re¬ 
ported  in  a  separate  return  for  such  year. 

(4)  Personal  holding  companies.  In 
the  case  of  an  affiliated  group  which 
makes  or  is  required  to  make  a  consoli¬ 
dated  return  for  any  taxable  year,  the 
tax  liability  of  each  corporation  for  the 
period  during  such  year  that  it  was  a 
member  of  such  group  shall  not  be  com¬ 
puted  in  the  case  of  the  tax  imposed  by 
sectlcm  541  upon  the  consolidated  un¬ 
distributed  personal  holding  company 
Income  if: 

(i)  The  affiliated  group  Is  an  ineli¬ 
gible  affiliated  group  as  defined  in  section 
542  (b)  (2). 

(ii)  The  affiliated  group  includes  as 
a  member  (including  the  common  parent 
corporation)  an  excluded  corporation 
within  the  meaning  of  section  542  (c). 

(ill)  The  consolidated  personal  hold¬ 
ing  company  income  is  less  than  80  per¬ 
cent  of  the  consolidated  section  542 
gross  income,  or 

(iv)  At  no  time  during  the  last  half 
of  the  taxable  year  more  than  50  percent 
in  value  of  the  outstanding  stock  of  the 
parent  corporation  was  owned  directly 
or  indirectly  by  or  for  not  more  than  5 
individuals  within  the  meaning  of  sec¬ 
tion  542  (a)  (2). 

If  the  tax  liability  of  each  corporation 
under  section  541  is  not  computed  upon 
the  consolidated  undistributed  personal 
holding  company  income  solely  by  reason 
of  the  application  of  subdivision  (ill)  or 
(iv)  of  this  sulH)aragraph  (or  both) .  no 
member  of  the  affiliated  group  shall  be 
subject  to  the  tax  under  section  541  for 
such  year  or  part  thereof  that  it  was  a 
member  of  the  affiliated  group.  If  the  tax 
liability  of  each  corporation  under  sec¬ 
tion  541  is  not  computed  up(m  the  con¬ 
solidated  undistributed  persontd  holding 
company  income  by  reason  of  the  appli¬ 
cation  of  subdivision  (1)  or  (11)  of  this 
subparagraph  (whether  or  not  subdivi¬ 
sion  (ill)  or  (iv)  of  this  subparagrai^  or 
both,  are  applicable),  then  such  liabil¬ 
ity  shall  be  computed  by  reference  to  the 
tax  liability  of  the  several  members  of 
the  affiliate  group  which  are  personal 
holding  companies  within  the  meaning 
of  section  542(a)  in  the  same  manner 
as  if  such  corporations  had  filed  separate 
returns  exceiH  that  paragraph  (b)  (1)  (i) 
of  §  1.1502-31A  shall  be  applicable  (ex¬ 
cept  with  respect  to  dividends  received 
from  other  members  the  group)  in  the 
computation  of  gross  income,  personal 
holding  company  Income,  and  imdis- 
tributed  personal  holding  company  in¬ 
come,  and  section  562(d)  shall  be  appli¬ 
cable  in  the  computation  of  dividends 
paid. 

§  1.1502—314  Bavin  of  tax  rompula* 
lion. 

In  the  case  of  an  affiliated  group  of 
corporations  which  makes,  or  is  required 
to  make  a  consolidated  return  for  axiy 
taxable  year,  and  except  as  otherwise 
provided  in  the  regulations  under  section 
1502,  the  tax  liability  determined  under 
1 1.1502-30A  shall  be  determined  subject 
to  the  definitionB  and  rules  of  compota- 


tion  set  forth  in  paragraphs  (a)  and  (b> 
of  this  section. 

(a)  De^niUons — (1)  Consolidated 
taxable  income.  The  consolidated  tax¬ 
able  income  shall  be  the  combined  tax¬ 
able  income  of  the  several  affiliated  cor¬ 
porations: 

(1)  Nfinusthesumof: 

(a)  Any  consolidated  net  operating 
loss  deduction. 

(b)  Any  consolidated  section  1231  net 
loss,  relating  to  net  losses  from  Involim- 
tary  conversions  subject  to  section  1231, 
and  from  sales  or  exchanges  of  property 
subject  to  section  1231. 

(c)  Any  consolidated  charitable  con¬ 
tribution  deducti(m,  but  not  in  excess 
of  5  percent  of  the  consolidated  taxable 
income  computed  without  regard  to  such 
consolidated  charitable  contribution  de- 
duction.  any  deductions  under  part  vm 
(section  241  and  following,  except  section 
248),  subchapter  B.  chapter  1  of  the 
Code,  any  consolidated  net  operating  loss 
carrybacks,  and  any  deduction  under 
section  922  (special  deduction  for  West¬ 
ern  Hemisphere  trade  corporations), 

(d)  Any  consolidated  dividends  re¬ 
ceived  deduction. 

(e)  Any  consolidated  section  922  de¬ 
duction. 

(/)  Any  consolidated  section  175  de¬ 
duction,  but  not  in  excess  of  25  percent 
of  the  consolidated  section  175  gross  In¬ 
come. 

(g)  Any  consolidated  section  247  de¬ 
duction. 

(h)  Any  consolidated  section  582(c) 
net  loss,  and 

(f)  [Reserved] 

(f)  Any  consolidated  section  181  de¬ 
duction. 

(il)  Plus  any  consolidated  net  capital 
gain,  or 

(ill)  Minus,  In  the  case  of  an  affiliated 
group  includi^  as  members  one  or  more 
corporations  subject  to  the  tax  imposed 
by  section  831,  the  combined  additional 
capital  loss  deductions  of  such  corpora¬ 
tions  authorised  by  section  832  (c)  (5) 
(but  in  an  amount  not  in  excess  of  the 
consolidated  net  capital  loss). 

(2)  Consolidated  net  operating  lou 
deduction.  The  consolidated  net  op¬ 
erating  loss  deduction  shall  be  an  amount 
equal  to  the  aggregate  of  the  consoli¬ 
dated  net  operating  loss  carryovers  and 
of  the  consolidated  net  operating  loss 
carrybacks  to  the  taxable  year. 

(3)  Consolidated  net  operating  loss 
carryovers,  (i)  The  consolidated  net 
operating  loss  carryovers  to  the  taxable 
year  shall  consist  of — 

(a)  The  consolidated  net  operating 
losses,  if  any.  for  the  five  preceding  tax¬ 
able  years  (and  the  consolidated  net 
operating  losses,  if  any,  for  the  sixth 
and  seventh  preceding  taxable  years 
(not  including  as  a  sixth  or  seventh) 
preceding  taxable  year  any  taxable  year 
ending  on  or  before  December  31.  1955) 
to  the  extent  attributable  to  members  of 
the  affiliated  group  which  are.  and  were 
in  the  taxable  year  in  which  the  loss 
originated,  regulated  transportation 
corporations  as  defined  in  section 
172(J)(1)),  but  only  to  the  extent  that 
the  consolidated  net  operating  loss  for 
any  such  inwcedlng  taxable  year  was  not 
attributable  to  a  corporation  making  a 
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separate  return  or  Joining  In  a  con¬ 
solidated  return  filed  by  another  afUl- 
ated  group  for  the  taxable  year  and  was 
not  absorbed  as  a  carryorer  or  carry¬ 
back  for  preceding  or  Intervening  tax¬ 
able  years. 

and.  with  respect  to  a  net  operating  loss 
sustained  by  a  corporation  in  a  taxable 
year  for  which  a  separate  return  was 
filed,  or  for  which  such  corporation 
Joined  in  a  consolidated  return  filed  by 
another  affiliated  group,  but  subject  to 
the  limitation  prescribed  in  paragraph 

(b)  (3)  of  this  section. 

(b)  The  amoxmt  of  the  net  operating 
losses,  if  any,  of  such  corporation  for  the 
five  pre^ding  taxable  shears  (and  the 
net  operating  losses,  if  any.  for  the  sixth 
and  seventh  preceding  taxable  years 
(not  including  as  a  sixth  or  seventh 
preceding  taxable  year  any  taxable  year 
ending  on  or  before  December  31,  1955) 
if  such  corporation  Is,  and  was  in  the 
taxable  year  in  which  the  loss  was  sus¬ 
tained.  a  regulated  transportation 
corporation  as  defined  in  section  172(J) 
(1) ) .  to  the  extent  that  the  net  operat¬ 
ing  loss  for  any  such  preceding  taxable 
year  was  not  absorbed  as  a  carryover  or 
carryback  for  preceding  or  intervening 
taxable  years. 

(11)  For  purposes  of  subdivision  (1)  of 
this  subparagraph,  there  shall  not  be 
included  as  a  fifth  preceding  taxable  year 
any  taxable  year  beginning  prior  to 
1950,  unless  such  preceding  taxable  year 
began  in  1949  and  ended  in  1950,  and 
unless  all  members  of  the  group  for  such 
preceding  taxable  year  (or  the  corpora¬ 
tion  filing  a  separate  return  or  Joining 
in  a  consolidated  return  filed  by  another 
affiliated  group)  commenced  business  in 
1949;  and  in  such  case  the  amount  of 
the  consolidated  net  operating  loss  (or 
net  operating  loss)  for  such  fifth  year 
shall  not  be  treated  as  a  carryover 
except  to  the  extent  that  such  loss  is 
allocable  to  1950. 

(iii)  For  purposes  of  this  section,  a 
net  operating  loss  attributable  to  a 
regulated  transportation  corporation 
shall  not  be  a  net  operating  loss  carry¬ 
over  to  the  sixth  taxable  year  following 
the  year  in  which  the  loss  originated  un¬ 
less,  for  such  sixth  taxable  year,  the 
corporation  to  which  the  loss  is  attribut¬ 
able  is  a  regulated  transportation  corpo¬ 
ration;  and  shall  not  be  a  carryover  to 
the  seventh  taxable  year  following  the 
year  in  which  the  loss  originated  unless 
for  both  such  sixth  smd  seventh  years  the 
corporation  to  which  the  loss  is  attribut¬ 
able  is  such  a  regulated  transportation 
corporation. 

(iv)  In  the  case  of  a  net  operating  loss 
for  a  taxable  year  beginning  in  1955  and 
ending  in  1956,  attributable  to  a  regu¬ 
lated  transportation  corporation,  the 
amount  of  such  loss  which  may  be  car¬ 
ried  to — 

(a)  The  sixth  taxable  year  following 
the  loss  year  shall  be  the  amount  which 
bears  the  same  ratio  to  the  amount  which 
would  (without  regard  to  the  limitation 
prescribed  in  paragraph  (b)(3)  of  this 
section  for  such  sixth  taxable  year)  be 
carried  to  such  sixth  taxable  year  as  the 
number  of  dajrs  in  the  loss  year  after 
December  31,  1955,  bears  to  the  total 
niunber  of  days  in  the  loss  year,  and 


(b)  The  seventh  taxable  year  foDowlng 
the  loss  year  shall  be  the  amount  which 
bears  the  same  ratio  to  the  amount  which 
would  (without  regard  to  the  limitation 
prescribed  in  paragcaph  (b)(3)  of  this 
section  for  siich  seventh  taxable  year) 
be  carried  to  such  seventh  taxable  year 
as  the  number  of  days  in  the  loss  year 
after  December  31. 1965,  bears  to  the  total 
number  of  days  in  the  loss  year. 

The  amounts  determined  xmder  (a)  and 
(b)  of  this  subdivision  shall  be  subject 
to  the  limitation  prescribed  in  paragraph 
(b)  (3)  of  this  section. 

(V)  See  paragraph  (b)  (21)  of  this  sec¬ 
tion  in  any  case  in  which  a  member  of 
the  group  is  an  acquiring  corporation  in 
a  trsmsaction  described  in  section  381(a) 
or  any  member  of  the  group  is  subject 
to  the  limitations  provided  in  section  382. 

(4)  Consolidated  net  operating  loss 
carrybacks,  (i)  The  consolidated  net 
operating  loss  carrybacks  to  the  taxable 
year  with  respect  to  net  operating  losses 
sustained  in  taxable  years  ending  after 
December  31, 1957,  shall  consist  of — 

(a)  The  amount  of  the  consolidated 
net  operating  loss,  if  any.  for  the  first 
succeeding  taxable  year  (to  the  extent 
not  attributable  to  a  corporation  making 
a  separate  return  or  Joining  in  a  consoli¬ 
dated  return  filed  by  another  aflUiated 
group  for  the  taxable  year)  reduced  to 
the  extent  sd>sorbed  as  a  carryback,  con¬ 
solidated  or  separate,  as  the  case  may  be, 
for  the  first  two  preceding  taxable  years 
(and  for  the  third  and  fourth  preceding 
years  with  respect  to  that  portion  of  the 
consolidated  net  operating  loss  attribut¬ 
able  to  the  net  operating  losses  of  mem¬ 
bers  for  which  certifications  have  been 
issued  under  section  317  of  the  Trade 
Expansion  Act  of  1962  and  with  respect 
to  which  the  requirements  of  section 
172(b)(3)(A)  have  been  met). 

(b)  The  amount  of  the  consolidated 
net  operating  loss,  if  any,  for  the  second 
succeeding  taxable  year  (to  the  extent 
not  attributable  to  a  corporation  making 
a  separate  return  or  Joining  in  a  con¬ 
solidated  return  filed  by  another  aflUi¬ 
ated  group  for  the  taxable  year)  reduced 
to  the  extent  absorbed  as  a  carryback, 
consolidated  or  separate,  as  the  case  may 
be,  for  the  first  preceding  taxable  year 
(and  for  the  second  and  third  preceding 
years  with  respect  to  that  portion  of  the 
consolidated  net  operating  loss  attrib¬ 
utable  to  the  net  operating  losses  of 
members  for  which  certifications  have 
been  issued  under  section  317  of  the 
Trade  Expansion  Act  of  1962  and  with 
respect  to  which  the  requirements  of 
section  172(b) (3) (A)  have  be«i  met), 

(c)  The  amount  of  the  consolidated 
net  operating  loss,  if  any,  for  the  third 
succeeding  taxable  year  (to  the  extent 
not  attributable  to  a  corporation  mak¬ 
ing  a  separate  return  or  Joining  in  a  con¬ 
solidated  return  filed  by  another  aflUi¬ 
ated  group)  reduced  to  the  extent 
absorbed  as  a  carryback,  consolidated  or 
separate,  as  the  case  may  be.  for  the 
fizit  two  preceding  taxable  years  with  re¬ 
spect  to  that  portion  of  the  consolidated 
net  operating  loss  attributable  to  the  net 
operating  losses  of  members  far  whl^ 
certifications  have  been  issued  under  sec¬ 
tion  317  of  the  Trade  Expansion  Act  of 
1963  and  with  respect  to  which  the  re- 


qulrementa  of  seetiaa  17a(b)  (3)  (A)  have 
been  met, 

(d)  That  portlan  of  the  consoUdated 
net  operating  ktss  for  the  fourth  suc¬ 
ceeding  taxable  jrear  which  is  attribu- 
taMe  to  the  net  <4>eratlng  losses  of 
members  for  which  certifications  have 
been  tesued  under  section  317  of  the 
Trade  Expansion  Act  of  1963  and  with 
respect  to  which  the  requirements  of 
section  172(b)  (3)  (A)  have  been  met  (to 
the  extent  not  attributable  to  a  corpora¬ 
tion  making  a  separate  return  or  Joining 
in  a  consoUdated  return  filed  by  another 
aflUiated  group  for  the  taxable  year), 
reduced  to  the  extent  absorbed  as  a  car¬ 
ryback.  consoUdated  or  separate,  as  the 
case  may  be,  for  the  first  preceding  tax¬ 
able  year, 

(«)  That  portion  of  the  consoUdated 
net  operating  loss  for  the  fifth  succeed¬ 
ing  taxable  year  which  is  attributable  to 
the  net  operating  losses  of  members  for 
which  certifications  have  been  Issued  un¬ 
der  section  317  of  the  Trade  Expansion 
Act  of  1962  and  with  respect  to  which  the 
requirements  of  section  172(b)(3)(A) 
have  been  met  (to  the  extent  not  attribu¬ 
table  to  a  corporation  making  a  separate 
return  or  Joining  in  a  consoUdated  re¬ 
turn  filed  by  another  affiliated  group  for 
the  taxable  year) . 

and,  with  respect  to  a  net  operating  loss 
sustained  by  a  corporation  which,  for 
any  of  the  five  succeeding  taxable  years, 
files  a  separate  return  or  Joins  in  a  con¬ 
soUdated  return  filed  by  another  affiliated 
group,  but  subject  to  the  limitation  pre¬ 
scribed  in  paragraph  (b)(3)  of  this 
section, 

(/)  The  ammmt  of  the  net  operating 
loss,  if  any,  sustained  by  such  corpora¬ 
tion  for  the  first  succeeding  taxable 
srear,  reduced  to  the  extent  absorbed  in 
a  separate  return  (or  in  a  oonsoUdated 
return)  for  the  first  two  preceding  tax¬ 
able  i^ars  (and  for  the  third  and  fourth 
preceding  taxable  years  if  a  certification 
of  such  loss  has  been  Issued  under  section 
317  of  the  Trade  Expansion  Act  of  1962, 
and  the  requirements  of  section  172(b) 
(3)  (A)  have  been  met) , 

(fir)  The  amount  of  the  net  operating 
loss,  if  any,  sustained  by  such  corpora¬ 
tion  for  the  second  succeeding  taxable 
srear,  reduced  to  the  extent  absorbed  in 
a  separate  return  (or  in  a  consoUdated 
return)  for  the  first  preceding  taxable 
year  (and  for  the  second  and  third  pre¬ 
ceding  taxable  years  if  a  certification 
of  such  loss  has  been  Issued  under  sec¬ 
tion  317  of  the  Trade  Expansion  Act  of 
1962.  and  the  requirements  of  section 
172(b)  (3)  (A)  have  been  met) , 

(A)  The  afliount  of  the  net  operating 
loss,  if  any.  sustained  by  such  corporation 
for  the  third  succeeding  taxable  year, 
reduced  to  the  extent  absorbed  in  a  sep¬ 
arate  return  (or  in  a  consoUdated  re¬ 
turn)  for  the  first  and  second  preceding 
taxable  years  if  a  certification  of  such 
loss  has  been  issued  under  section  317 
of  the  Trade  Expansion  Act  of  1962,  and 
the  requirements  of  section  172(b)(3) 
(A)  have  been  met, 

(i)  [Reserved] 

(f)  The  amount  of  the  net  operating 
loss,  if  any,  sustained  by  such  oorpora- 
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tlon  for  the  fourth  succeeding  taxable 
year  (but  only  if  a  certtflcatlon  of  such 
loss  for  such  year  has  been  issued  under 
section  317  of  the  Trade  Expansion  Act 
of  196^  and  the  requirements  of  section 
17a(b)(S)(A)  hare  been  met),  reduced 
to  the  extent  absorbed  in  a  separate  re¬ 
turn  (or  in  a  consolidated  return)  for 
the  first  preceding  taxable  year,  and 

(fc)  The  amount  of  the  net  (H^eratlng 
loss,  if  any,  sustained  by  such  corpora¬ 
tion  for  the  fifth  succeeding  taxable 
3rear  (but  only  If  a  oertmcation  of  such 
loss  for  such  year  has  been  issued  under 
section  317  of  the  Trade  Expansion  Act 
of  1983,  and  the  requirements  of  section 
172(b)(3)(A)  have  been  met). 

If  the  year  in  which  the  net  op¬ 

erating  loss  or  consolidated  net  operat¬ 
ing  loss  was  sustidned  is  a  year  beginning 
in  1957  and  ending  in  1958,  the  carry¬ 
back  is  subject  to  section  172(1)  or  par¬ 
agraph  (b)(4)(v)  of  this  section,  re¬ 
spectively.  See  also  paragraph  (b)  (21) 
of  this  section  in  any  case  in  which  a 
member  of  the  group  is  an  acquiring  cor¬ 
poration  in  a  transaction  described  in 
section  381(a),  or  any  member  of  the 
group  is  subject  to  the  limitations  pro¬ 
vided  in  section  382. 

(il)  The  consolidated  net  operating 
loss  carrybacks  to  the  taxaUe  year  with 
respect  to  net  operating  losses  sustained 
In  taxable  years  ending  before  January 
1, 1958,  shall  consist  of — 

(a)  The  amount  of  the  consolidated 
net  operating  loss.  If  any,  for  the  first 
succeeding  taxable  year  (to  the  extent 
not  attributable  to  a  corporation  mak¬ 
ing  a  separate  retiun  or  Joining  in  a 
consolidated  return  filed  by  another 
affiliated  group  for  the  taxable  year)  re¬ 
duced  to  the  extent  absorbed  as  a  carry- 
badr,  consolidated  or  separate,  as  the 
case  may  be,  for  the  first  preceding  tax¬ 
able  year; 

(b)  The  amount  of  the  consolidated 
net  operating  loss,  if  any,  for  the  second 
succeeding  taxaUe  year  to  the  extent 
not  attributable  to  those  corporations 
making  separate  returns  In  the  taxable 
year; 

and,  with  respect  to  a  net  operating  loss 
sustained  by  a  corporation  which,  for 
either  of  Uie  two  succeeding  taxable 
years,  files  a  separate  return  or  Joins 
in  a  consolidated  return  filed  by  another 
affiliated  group,  but  subject  to  the  limita¬ 
tions  prescribed  In  paragraph  (b)(3) 
of  this  section. 

(c)  The  amount  of  the  net  operating 
loss.  If  any,  sxistidned  by  such  corixiration 
for  the  firrt  succeeding  taxable  year  re¬ 
duced  to  the  extent  absorbed  by  such 
corporation  for  the  first  preceding  tax¬ 
able  year  or,  if  the  Income  of  such  corpo¬ 
ration  Is  Included  In  the  consolidated 
return  for  the  first  preceding  taxable 
year,  reduced  to  the  extent  absorbed  by 
such  consolidated  return;  and 

(d)  The  amount  of  the  net  operating 
loss.  If  any,  sustained  by  such  corpo¬ 
ration  for  the  second  succeeding  taxable 
year. 

See,  however,  paragraph  (b)  (21)  of  this 
section  In  any  case  in  which  a  member 
of  the  group  is  an  acquiring  corporation 
In  a  transaction  described  In  sectkm  881 
(a)  or  any  member  of  the  group  is  sub¬ 


ject  to  the  limitatkms  provided  In  sec¬ 
tion  382. 

(5)  Consolidated  net  operating  loss. 
The  consolidated  net  operating  loss  shall 
be  an  amount  eq\ud  to  the  excess  of  the 
sum  of: 

(I)  The  combined  net  operating  loeees 
of  several  affiliated  corporations  hav¬ 
ing  net  operating  losses, 

(II)  The  consolidated  section  175  de¬ 
duction.  but  not  in  excess  of  25  percent 
of  the  consolidated  section  175  gross 
Income, 

(III)  The  consolidated  section  181  de¬ 
duction, 

(Iv)  The  consolidated  section  1231  net 
loss, 

(V)  The  aggregate  of  the  deductions 
of  the  several  affiliated  corporations  un¬ 
der  sections  243,  244,  and  245  (computed 
without  regard  to  the  limitation  con¬ 
tained  In  section  248(b) )  and  under  sec¬ 
tion  247  (computed  without  regard  to 
the  limitation  of  subsection  (a)(1)(B) 
of  such  section) ,  and 

(vi)  The  consolidated  section  582(e) 
net  loss, 

over  the  sum  of — 

(vil)  The  combined  taxable  Income  of 
the  several  affiliated  corporations  hav¬ 
ing  taxable  Income,  computed  without 
regard  to  any  deductions  under  section 
342  (relating  to  partially  tax-exempt  In¬ 
terest)  ,  and 

(vlll)  The  consolidated  net  capital 
gain. 

(6)  Consolidated  section  1231  net  loss. 
The  consolidated  section  1231  net  loss 
shall  be  the  excess  oi  the  aggregate  of 
the  recognised  losses  of  the  character 
described  In  section  1231  sustained  by  the 
several  affiliated  corporations  over  the 
aggregate  of  the  recognized  gains  of  the 
character  described  in  section  1231  real¬ 
ised  by  the  several  affiliated  corporations. 

(7)  Consolidated  charitable  contribu¬ 
tion  dedsKtion.  The  consolidated  chari¬ 
table  contribution  deduction  shall  be  the 
aggregate  of  the  amount  of  the  deduc¬ 
tions  of  the  several  affiliated  cmpora- 
tions  allowable  under  section  170  for  the 
taxable  year  (determined  without  regard 
to  the  5-percent  limitation  of  section  170 
(b)  (2) )  and  an  amount  equal  to  the  ag¬ 
gregate  of  the  consolidated  charitable 
contribution  carryovers  to  the  taxable 
year. 

(8)  Consolidated  charitable  contri¬ 
bution  carrpooers.  The  consolidated 
charitable  contribution  carryovers  to 
the  taxable  year  shall  consist  of — 

(1)  The  excess.  If  any,  ot  the  amount 
at  the  consolidated  charitable  contri¬ 
bution  deduction  (computed  without  re¬ 
gard  to  any  charitable  contribution 
carryovers)  for  the  two  preceding  tax¬ 
able  years  over  the  limitation  of  sub- 
paragraph  (l)(l)(e)  of  this  paragraph 
for  such  years  to  the  extent  that  the  con¬ 
solidated  charitable  contribution  de¬ 
duction  for  any  such  preceding  year  was 
not  attributable  to  a  corporation  making 
a  separate  return,  or  Joining  in  a  con¬ 
solidated  return  filed  by  another  affili¬ 
ated  group,  for  the  taxable  year 
reduced  by 

(a)  The  amount  absorbed  as  a  carry¬ 
over  by  the  consolidated  or  separate 
taxable  Income  for  the  intervening  tax¬ 
able  year,  and 


nm 

(b)  The  Increase  In  a  CMisolldated  or 
separate  net  operating  loss  carryover  re¬ 
sulting  from  such  excess, 

and,  with  respect  to  any  excess  of 
charitable  contributions  over  the  appli¬ 
cable  5-percent  limitation  of  a  corpora¬ 
tion  in  a  taxable  year  for  which  a 
separate  return  was  filed,  or  for  which 
such  corporation  Joined  in  a  consoli¬ 
dated  return  filed  by  another  affiliated 
group — 

(11)  The  amount  of  subh  excesses  of 
such  corporation  for  the  two  preceding 
taxable  years  reduced  by: 

(a)  The  amount  absorbed  as  a  carry¬ 
over  by  the  consolidated  or  separate  tax¬ 
able  Income  for  the  Intervening  taxable 
year,  and 

(b)  The  increase  In  a  consolidated  or 
separate  net  operating  loss  carryover 
resulting  from  s\x:h  excess. 

(9)  Consolidated  net  capital  gain. 
The  consolidated  net  capital  gain  shall 
be  the  excess  of  the  sum  of — 

(I)  The  aggregate  of  the  capital  gains 
of  the  several  affiliated  corporations. 

(II)  The  consolidated  section  1231  net 
gain,  and 

(III)  The  consolidated  section  582(c) 
net  gain, 

over  the  sum  of — 

(Iv)  The  aggregate  of  the  capital 
losses  of  such  corporations,  and 

(V)  The  aggregate  of  the  consolidated 
net  capital  loss  carryovers  to  the  taxable 
year. 

(10)  Consolidated  section  1231  net 
gain.  The  consolidated  section  1231  net 
gain  shall  be  the  excess  of  the  aggregate 
of  the  recognised  gains  of  the  character 
described  in  section  1231  realized  by  the 
several  affiliated  corporations  over  the 
aggregate  of  the  recognized  losses  of  the 
character  described  In  section  1231  sus¬ 
tained  by  the  several  affiliated  corpora¬ 
tions. 

(11)  Consolidated  net  capital  loss 
carryover.  The  consolidated  net  capi¬ 
tal  loss  carryovers  to  the  taxable  year 
shall  consist  of : 

(I)  The  consolidated  net  capital  losses, 
If  any.  for  the  5  preceding  taxable  years 
to  the  extent  that  such  losses  were  not 
attributable  to  a  corporation  making  a 
separate  return,  or  Joining  In  a  consoli¬ 
dated  return  filed  by  another  affiliated 
group,  for  the  taxable  year,  and  were  not 
absorbed  by  net  capital  gains  for  inter¬ 
vening  taxable  years  pursuant  to  the 
provlaionB  of  section  1212  or  correspond¬ 
ing  provisions  of  prior  law.  consolidated 
or  separate,  as  the  case  may  be. 

and.  with  respect  to  net  capital  leases 
sustained  by  a  corporation  for  taxable 
years  for  which  separate  returns  were 
filed,  or  for  which  such  corporation 
JokaM  In  a  conscffidated  return  filed  by 
another  affiliated  group. 

(II)  The  net  capital  looses.  If  any,  sus¬ 
tained  by  such  corporation  for  Its  5  pre¬ 
ceding  taxable  years  to  the  extent  that 
such  looses  were  not  absorbed  by  the  net 
capital  gains  of  such  corporation  (or,  if 
the  Ineome  of  such  corporation  was  In¬ 
cluded  In  a  consolidated  return,  by  the 
consolidated  net  capital  gain)  for  Inter¬ 
vening  taxable  years  pursuant  to  the 
provisions  of  section  1212  or  correspond¬ 
ing  provisions  of  prior  law. 
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(12)  Consolidated  net  capital  lost. 
The  consolidated  net  capital  loss  shall 
be  the  excess  of  the  aggregate  of  the 
capital  losses  of  the  several  affiliated 
corporations  over  the  sum  of: 

(i)  The  aggregate  of  the  capital  gains 
of  such  corptorations, 

(ii)  The  consolidated  section  1231  net 
gain,  and 

(iii)  The  consolidated  section  582(c) 
net  gain, 

reduced  in  the  case  of  an  afSliated  group 
including  as  members  one  or  more  cor¬ 
porations  subject  to  the  tax  imposed  by 
section  831,  but  only  for  the  purpose  of 
net  capital  loss  carryover  computations, 
by  whichever  of  the  following  amounts  is 
the  lesser — 

(iv)  The  combined  additional  capital 
loss  deductions  of  such  corporations  au¬ 
thorized  by  section  832(c)(5).  or 

(v)  The  consolidated  taxable  income 
computed  without  regard  to  capital 
gains  and  losses  and  without  regard  to 
any  deduction  for  partially  tax-exempt 
interest  provided  by  section  242. 

(13)  Consolidated  dividends  received 
deduction.  The  consolidated  dividends 
received  deduction  shall  be  the  aggre¬ 
gate  of  the  deductions  of  the  several 
af&Iiated  corporations  allowable  under 
sections  243,  244,  and  245  (computed 
without  regard  to  the  limitation  of  sec¬ 
tion  246  (b)),  but  in  an  amount  not 
greater  than  85  percent  of  the  consoli¬ 
dated  taxable  income  computed  without 
regard  to  the  consolidated  net  operating 
loss  deduction,  the  consolidated  section 
247  deduction,  and  without  regard  to  any 
consolidated  dividends  received  deduc¬ 
tion.  The  limitation  of  the  previous 
sentence  shall  not  apply  for  any  taxable 
year  for  which  there  ie  a  consolidated 
net  operating  loss. 

(14)  Consolidated  section  247  deduc¬ 
tion.  The  consolidated  section  247  de¬ 
duction.  relating  to  dividends  paid  by 
public  utilities  on  preferred  stock,  shall 
be  an  amount  computed  as  follows: 

<1)  First,  determine  the  amount  which 
Is  the  lesser  of. 

(a)  The  aggregate  of  the  dividends 
paid  by  members  of  the  affiliated  group 
which  are  public  utilities  within  the 
meaning  of  section  247(b)(1)  on  pre¬ 
ferred  stock  within  the  meaning  of  sec¬ 
tion  247(b)  (2),  or 

(b)  The  portion  of  the  consolidated 
taxable  income  for  the  taxable  year  at¬ 
tributable  to  such  members  computed 
without  regard  to  the  consolidated  sec¬ 
tion  247  deduction. 

(ii)  Then  multiply  the  amount  deter¬ 
mined  under  subdivision  (1)  of  this  sub- 
paragraph  by  the  fraction  specified  in 
section  247  (a)  (2). 

(15)  Consolidated  section  922  deduc¬ 
tion.  The  consolidated  section  922  de¬ 
duction,  relating  to  Western  Hemisphere 
trade  corporations,  shall  be  that  portion 
of  the  consolidated  taxable  income  at¬ 
tributable  to  those  members  of  the  affili¬ 
ated  group  which  are  Western  Hemi¬ 
sphere  trade  corporations  (computed 
without  regard  to  the  consolidated  sec¬ 
tion  922  deduction)  multiplied  by  the 
fraction  specified  in  section  922  (2). 

(16)  Consolidated  net  long-term  cap¬ 
ital  gain.  The  consolidated  net  long¬ 


term  capital  gain  shall  be  the  excess  of 
the  sum  of: 

(I)  The  aggregate  of  the  long-term 
capital  gains  of  the  several  affiliated  cor¬ 
porations,  and 

(ii)  The  consolidated  section  1231  net 
gain, 

over 

(ill)  The  aggregate  of  the  long-term 
capital  losses  of  such  corporations. 

(17)  Consolidated  net  short-term  cap¬ 
ital  loss.  The  consolidated  net  short¬ 
term  capital  loss  shall  be  the  sum  of — 

(i)  The  aggregate  of  the  short-term 
capital  losses  of  the  several  affiliated 
corporations,  and 

(ii)  The  consolidated  net  capital  loss 
carryovers, 

minus 

(ill)  The  aggregate  of  the  short-term 
capital  gains  of  such  corporations. 

(18)  Consolidated  accumulated  tax¬ 
able  income.  The  consolidated  accumu¬ 
lated  taxable  income  shall  be  the  con¬ 
solidated  taxable  income  computed  with¬ 
out  regard  to  any  capital  loss  carryover, 
without  regard  to  any  charitable  con¬ 
tribution  deduction  under  section  170, 
without  regard  to  any  net  operating  loss 
deduction,  and  without  regard  to  any 
deduction  under  part  Vm  (section  241 
and  following,  except  section  248)  sub¬ 
chapter  B  of  chapter  1  of  the  Code,  minus 
the  sum  of: 

(i)  The  combined  Federal  income  and 
excess  profits  taxes  (other  than  the  ex¬ 
cess  profits  tax  imposed  by  subchapter 
E,  chapter  2  of  the  Internal  Revenue 
Code  of  1939,  for  taxable  years  beginning 
after  December  31,  1940)  and  income, 
war  profits  and  excess  profits  taxes  of 
foreign  countries  and  possessions  of  the 
United  States  (to  the  extent  not  allow¬ 
able  as  a  deduction  under  section  164(b) 
(6)).  accrued  during  the  taxable  year 
by  the  several  affiliated  corporations  or 
deemed  to  be  paid  by  the  several  do¬ 
mestic  affiliates  under  section  902(a)  (1) 
or  960(a)(1)(C)  for  the  taxable  year, 
but  not  including  the  accumulated  earn¬ 
ings  tax  imposed  by  section  531,  the 
personal  holing  company  tax  imposed 
by  section  541,  or  the  taxes  impost  by 
corresponding  sections  of  a  prior  Income 
tax  law. 

(II)  The  consolidated  charitable  con¬ 
tribution  deduction  computed  without 
regrard  to  section  170(b)  (2) . 

(iii)  The  excess  of  the  sum  of  the  cap¬ 
ital  losses  of  the  several  affiliated  corpo- 
raUens  (computed  without  regard  to  any 
capital  loss  carryover)  over  the  sum  of 
the  capital  gains  of  such  corporations. 

(Iv)  The  excess  of  the  consolidated 
net  long-term  capital  gain  over  the 
consolidated  net  short-term  capital  loss 
(computed  without  regard  to  any  capital 
loss  carryover)  minus  the  taxes  Imposed 
by  subtitle  A  attributable  to  such  excess, 

(V)  In  the  case  at  an  affiliated  group 
including  one  or  more  holding  company 
affiliates  of  a  bank,  as  defined  in  section 
2  of  the  Banking  Act  of  1933  (12  U.S.C. 
221a),  the  consolidated  section  601  de¬ 
duction,  relating  to  earnings  or  prt^ts 
devoted  to  the  acquisitiem  of  readily  mar¬ 
ketable  assets,  other  than  bank  stock. 

(Vi)  The  consolidated  <  accumulated 
earnings  credit,  and 


(vll)  The  consolidated  section  561 
dividends  paid  deduction. 

(19)  Consolidated  accumulated  earn¬ 
ings  credit.  Die  consolidated  accumu¬ 
lated  earnings  credit  shall  be: 

(i)  In  the  case  of  an  affiliated  group 
which  is  not  a  mere  holding  or  invest¬ 
ment  group,  an  amount  equal  to  such 
part  of  the  aggregate  of  the  earnings  and 
profits  for  the  taxable  year  of  the  several 
members  of  the  group  sis  are  retained 
for  the  reasonable  needs  of  the  business 
of  the  group,  minus  the  deduction  al¬ 
lowed  by  subparagraph  (18)  (iv)  of  this* 
paragraph,  but  not  less  than  the  amount 
(if  any)  by  which  $100,000  ($60,000  if  the 
taxable  year  begins  before  January  1. 
1958)  exceeds  the  aggregate  of  the  ac¬ 
cumulated  earnings  and  profits  of  tiie 
several  members  of  the  group  at  the  close 
of  the  preceding  taxable  year,  or 

(ii)  In  the  case  of  an  affiliated  group 
which  is  a  mere  holding  or  investment 
group,  the  amoimt  (if  any)  by  which 
$100,000  (or  $60,000  if  the  taxable  year 
begins  before  January  1,  1958)  exceeds 
the  aggregate  of  the  accumulated  earn¬ 
ings  and  profits  of  the  several  members 
of  the  group  at  the  close  of  the  preceding 
taxable  year. 

For  the  purpose  of  subdivision  (i)  of  this 
subparagraph,  the  amount  of  the  earn¬ 
ings  and  profits  for  the  taxable  year  of 
the  several  members  of  the  group  which 
are  retained  is  the  amount  by  which  the 
aggregate  of  the  earnings  and  profits 
of  the  several  members  of  the  group  for 
the  taxable  year  exceed  the  consolidated 
section  561  dividends  paid  deduction  for 
such  year.  For  the  purpose  of  the  pre¬ 
ceding  sentence  and  subdivision  (11)  of 
this  subparagraph,  the  accumulated 
earnings  and  profits  of  the  several  mem¬ 
bers  of  the  group  at  the  close  of  the  pre¬ 
ceding  taxable  year  shall  be  reduced  by 
the  dividends  paid  to  other  than  mem¬ 
bers  of  the  group  under  section  563  (a) 
(relating  to  dividends  paid  after  the 
close  of  the  taxable  year)  which  are  con¬ 
sidered  as  paid  during  such  taxable  year. 

(20)  Consolidated  section  561  divi¬ 
dend  paid  deduction.  The  consolidated 
sectiem  561  dividends  paid  deduction 
shall  be  the  sum  of: 

(i)  The  aggregate  of  the  deductions 
allowable  to  the  several  members  of  the 
group  with  respect  to  dividends  imder 
section  561  (a)  (1)  and  (2)  determined 
without  regard  to  any  deductions  at¬ 
tributable  to  pajrments  made  or  consid¬ 
ered  to  be  made  of  dividends  to  other 
members  of  the  group,  and 

(ii)  In  case  the  affiliated  group  Is 
subject  to  tax  on  its  consolidated, un¬ 
distributed  personal  holding  company 
income,  the  consolidated  dividend  carry¬ 
over. 

(21)  Consolidated  section  542  gross  in¬ 
come.  The  consolidated  section  542 
gross  Income  shall  be  the  combined  gross 
lnc(xne  of  the  several  members  of  the 
affiliated  group  computed  without  re¬ 
gard  to  any  gross  Income  from  other 
members  of  the  group  and  by  Including 
only  the  excess  of  the  gains  of  the  several 
members  of  the  group  over  the  losses  of 
the  several  monbers  of  the  group  from 
transactions  in  stocks  or  securities  as  de¬ 
scribed  in  section  543  (a)  (2)  and  by 
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tiv»]^i<nng  only  th«  exoeu  of  the  gaini  of 
the  several  members  of  the  group  over 
the  losses  of  the  several  members  of  the 
group  with  respect  to  oommodlty  trans¬ 
actions  as  described  in  sectkm  543  (a) 
(3). 

(22)  Consolidated  personal  holding 

company  income.  The  consolidated  per¬ 
sonal  holding  Income  shall  be 

that  part  of  the  consolidated  section  542 
gross  income  from  the  sources  described 
in  section  543. 

(23)  Consolidated  undistributed  per~ 
sonal  holding  company  income.  The 
consolidated  undistributed  personal 
holding  company  Income  shall  be  the 
consolidated  taxable  income  computed 
without  regard  to  any  deductions  under 
IMirt  Vm  (sectlcm  241  and  following, 
except  section  248) ,  subchapter  B,  chap¬ 
ter  1  of  the  Code,  without  regard  to 
any  charitable  contribution  dediKtion 
under  section  170,  without  regard  to  any 
net  operating  loss  deduction,  and  without 
regard  to  deductions  disallowed  by  sec¬ 
tion  545  (b)  (8) ,  minus  the  sum  of: 

(i)  Tile  combined  Federal  income  and 
excess  profits  taxes  (other  than  the  ex¬ 
cess  profits  tax  imposed  by  subchapter  E, 
chsuiter  2  of  the  Internal  Revenue  Code 
cd  1939  for  taxable  years  beginning  after 
December  31,  1940)  and  Income,  war 
profits  and  excess  profits  taxes  of  for¬ 
eign  coimtries  and  possessions  of  the 
United  States  (to  the  extent  not  allow¬ 
able  as  a  deduction  under  section  164(b) 
(6) )  accrued  during  the  taxable  year  by 
the  several  affiliated  corporations  or 
deemed  to  be  paid  by  the  several  domes¬ 
tic  affiliates  under  section  902(a)  (1)  or 
960(a)(1)(C)  for  the  taxable  year,  but 
not  Including  the  accumulated  earnings 
tax  imposed  by  section  531,  the  personal 
holding  company  tax  Impo^  by  section 
541,  or  the  taxes  imposed  by  the  cor¬ 
responding  sections  of  prior  income  tax 
law; 

'  (11)  In  lieu  of  the  deduction  provided 
by  subparagraph  (1)  (i)  (c)  of  this  para¬ 
graph.  the  consolidated  charitable  con¬ 
tribution  deduction  computed  without 
the  application  of  section  170(b)  (2)  but 
limited  as  provided  in  section  170(b)  (1) 
(A)  and  (B)  (except  that  the  10-percent 
and  20-percent  limitations  therein  shall 
be  applied  with  respect  to  the  consoli¬ 
dated  adjusted  gross  income) ; 

(ill)  The  amount  of  the  consolidated 
net  operating  loss  for  the  preceding  tax¬ 
able  irear  (computed  without  the  deduc¬ 
tions  provided  in  part  Vm  (section  241 
and  following),  except  section  248,  sub¬ 
chapter  B.  chapter  1  of  the  Code,  if  the 
current  taxable  year  begins  after  Decem¬ 
ber  31.  1957)  to  the  extent  not  attribut¬ 
able  to  a  corporation  making  a  separate 
return,  or  joining  in  a  consolidated  re¬ 
turn  filed  by  another  affiliated  group  for 
the  taxable  yesur,  and,  with  respect  to  a 
corporation  whi^  filed  a  separate  return 
or  Joined  in  a  consolidated  return  filed 
by  another  affiliated  group  for  the  pre¬ 
ceding  taxable  year,  the  net  operating 
loss  of  such  corporation  for  such  preced¬ 
ing  taxable  year  (computed  without  the 
deductions  provided  in  part  vm  (section 
241  and  following),  except  section  248. 
subchapter  B.  chapter  1  of  the  Code,  if 
the  ciirrent  taxable  year  begins  after  De¬ 
cember  31,  1957)  but  not  in  excess  of 


the  portion  of  the  consblidated  personal 
holding  company  Income  attributable  to 
such  corporation  for  the  taxable  year; 

(Iv)  Tlie  excess  of  the  consolidated 
net  long-term  capital  gain  for  the  tax¬ 
able  year  over  the  consolidated  net 
short-term  capital  loss  for  such  year 
minus  the  taxes  imposed  by  subtitle  A 
of  the  Code  attributable  to  such  excess; 

(V)  The  aggregate  amount  subject  to 
the  provisions  of  section  545  (b)  (7) 
used  or  irrevocably  set  aside  by  the  sev¬ 
eral  affiliated  corporations  to  pay  or  re¬ 
tire  indebtedness  incurred  prior  to  Janu¬ 
ary  1.  1934.  not  including  such  portion 
of  any  such  indebtedness  as  was  owned 
on  January  1, 1934,  or  at  any  time  there¬ 
after,  directly  or  indirectly,  by  another 
member  of  the  group; 

(Vi)  The  sum  of  the  amounts  deduct¬ 
ible  by  the  several  members  of  the  affil¬ 
iated  group  allowable  under  section  545 
(b)  (9).  but  there  shall  be  added  to  the 
consolidated  taxable  income  any  amoimt 
required  to  be  included  in  taxable  income 
under  such  section; 

(vil)  The  consolidated  section  561 
dividends  paid  deduction;  and 

(vlli)  In  the  case  of  an  affiliated  group 
including  one  or  more  holding  company 
affiliates  of  a  bank,  as  defined  in  section 
2  of  the  Banking  Act  of  1933  (12  UB.C. 
221a).  the  consolidated  section  601  de¬ 
duction.  relating  to  earnings  or  profits 
devoted  to  the  acquisition  of  readily 
marketable  assets,  other  than  bank  stock. 

(24)  Consolidated  adjusted  gross  in¬ 
come.  The  consolidated  adjusted  gross 
income  shall  be  the  consolidated  taxable 
income  computed  without  regard  to  any 
charitable  contributions  deductions,  any 
deductions  under  part  Yin  (section  241 
and  following) ,  except  section  248,  sub¬ 
chapter  B,  chapter  1  of  the  Code,  any  net 
operating  loss  carryback  to  the  taxable 
year,  any  deductions  under  section  922, 
and  without  deduction  of  the  amount 
disallowed  by  section  545(b)  (8). 

(25)  Consolidated  defieieney  dividends 
deduction.  The  consolidated  deficiency 
dividends  deduction  shaU  be  the  aggre¬ 
gate  of  the  amounts  determined  as  pro¬ 
vided  in  section  547  with  respect  to 
dividends  distributed  by  the  several 
members  of  the  affiliated  group  pursuant 
to  a  determination  of  liability  for  per- 
somil  holding  company  tax  described  in 
section  547,  with  respect  to  the  consoli¬ 
dated  undistributed  personal  holding 
company  income  of  the  affiliated  group 
for  the  taxable  year  of  the  group  com¬ 
puted  without  regard  to  any  dividends 
distributed  to  members  of  the  affiliated 
group. 

(26)  Consolidated  dividend  carryover. 
The  consolidated  dividend  carryover  to 
the  taxable  year  shall  be  the  sum  of — 

(1)  The  excess  of — 

(a)  The  consolidated  section  561  divi¬ 
dends  paid  deduction  for  the  first  pre¬ 
ceding  taxable  year,  determined  without 
regard  to  any  consolidated  dividend 
carryover,  over 

(b)  The  consolidated  undistributed 
personal  holding  company  income  for 
such  year,  determined  without  regard  to 
any  dividends  paid  deduction  and  divi¬ 
dend  carryover. 

to  the  extent  that  such  deduction  and 
such  Income  are  not  attributable  to  a 


corporation  making  a  separate  return,  or 
Joining  in  a  consolidated  return  filed  by 
another  affiliated  group,  for  the  taxable 
year. 

(11)  The  amount  of  the  consolidated 
section  561  dividends  paid  deduction 
(determined  as  provided  in  subdivision 
(1)  (a)  of  this  subparagraph)  for  the 
second  preceding  taxable  year  reduced 
by  the  consolidated  undistributed  per¬ 
sonal  holding  company  income  for  such 
year  (determined  as  provided  in  subdivi¬ 
sion  (1)  (b)  of  this  subparagraph)  and 
further  reduced  by  the  amount  of  the 
consolidated  undistributed  personal 
holding  company  income  for  the  first 
preceding  taxable  year  determined  with¬ 
out  regard  to  any  dividend  carryover 
from  the  second  preceding  taxable  year 
to  the  extent  that  any  such  consolidated 
section  561  dividends  paid  deduction  and 
any  such  consolidated  undistributed  per¬ 
sonal  holding  company  Income  are  not 
attributable  to  a  corporation  making  a 
separate  return,  or  Joining  in  a  consoli¬ 
dated  return  filed  by  another  affiliated 
group  for  the  taxable  year, 

and,  with  respect  to  taxable  years  for 
which  a  member  of  the  affiliated  group 
filed  a  separate  return  or  for  which  such 
member  Joined  in  a  consolidated  return 
filed  by  another  affiliated  group — 

(ill)  The  excess  of  the  deduction  al¬ 
lowable  to  such  corporation  imder  sec¬ 
tion  561  for  dividends  paid  for  the  first 
preceding  taxable  year  (determined 
without  regard  to  any  dividend  carry¬ 
over)  over  the  taxable  income  of  such 
corporation  for  such  year  computed  with 
the  adjustments  provided  in  section  545 
(or  if  its  Income  was  included  in  the 
consolidated  return  of  another  affiliated 
group,  that  portion  of  the  excess  of  the 
consolidated  section  561  dividends  paid 
deductions  (determined  as  provided  in 
subdivision  (1)  (a)  of  thi«  subpara¬ 
graph)  for  the  first  preceding  taxable 
year,  over  the  consolidated  undistributed 
personal  holding  company  income  (de¬ 
termined  as  provided  in  subdivision  (1) 
(b)  of  this  subparagraph)  for  such  year 
attributable  to  such  corporation) .  and 
(iv)  The  excess  of  the  deduction  al¬ 
lowable  to  such  corporation  under  sec¬ 
tion  561  (determined  without  regard  to 
any  dividend  carryover)  for  the  second 
preceding  taxable  year  over  the  taxable 
incmne  of  such  corporation  for  such  year 
computed  with  the  adjustments  provided 
in  section  545  (or  if  its  Income  was  in¬ 
cluded  in  the  consolidated  return  of 
another  affiliated  group,  that  portion 
of  the  excess  of  the  consolidated  section 
561  dividends  paid  deduction  (deter¬ 
mined  as  provided  in  subdivision  (1)  (a) 
of  this  subparagraph)  for  the  second 
preceding  taxable  year,  over  the  consol¬ 
idated  undistributed  personal  holding 
company  income  (determined  as  pro¬ 
vided  in  subdivision  (i)  (b)  of  this  sub- 
paragraph)  for  such  year,  attributable 
to  such  corporation)  and  reduced  by- 
fa)  The  excess  of  the  amount  of  its 
taxable  income  so  computed  for  the  first 
preceding  taxable  year  over  its  dividends 
paid  deduction  under  section  561,  de¬ 
termined  without  regard  to  any  dividend 
carryover  from  the  second  preceding 
taxable  year  (or,  if  its  income  was  in¬ 
cluded  in  the  consolidated  return  of  an- 
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other  affiliated  group,  that  portion  of 
the  amount  of  such  deduction  absorbed 
in  such  consolidated  return  of  another 
affiliated  group) ,  or 

(b)  If  the  income  of  such  corporation 
is  included  in  the  consolidated  return 
for  the  first  preceding  taxable  year,  the 
excess,  if  any,  of  the  consolidate  \indis- 
tribute  personal  bolding  company  in* 
come  (determined  without  regard  to  any 
dividends  paid  deduction  and  dividend 
carryover)  for  the  first  preceding  tax* 
able  year  over  the  consolidated  section 
561  dividends  paid  deduction  for  such 
year,  determine  without  regard  to  any 
dividend  carryover. 

(27)  Consolidated  section  601  deduc¬ 
tion.  The  consolidated  section  601  de* 
duction  relating  to  bank  affiliates,  shall 
be  an  amount  equal  to  the  aggregate  of 
the  earnings  or  profits  of  members  of  the 
group  which  are  holding  company  afflli* 
ates  of  a  bank  as  defined  in  section  2  of 
the  Banking  Act  of  1933  (12  U.S.C.  221a) 
devoted  to  the  acquisition  of  readily  mar* 
kc table  assets  other  than  bank  stock  (not 
including  any  asset  acquired,  directly  or 
indirectly,  from  another  member  of  the 
group) ,  subject,  in  the  case  of  each  such 
affiliate,  to  the  limitations  imposed  by 
section  601  determined  without  regard  to 
the  qualifications  expressed  in  paragraph 
(b)(1)  (ii)  and  (iii)  of  this  section. 

(28)  Consolidated  life  insurance  com¬ 
pany  taxable  income.  The  consolidated 
life  insurance  company  taxable  income  in 
the  case  of  an  affiliated  group  consisting 
of  corporations  subject  to  the  tax  im* 
posed  by  section  802  shall  be  the  con* 
solidated  taxable  income  minus  the  con* 
solidated  section  804  deduction  and  plus 
the  consolidated  section  806  adjustment. 

(29)  Consolidated  section  804  deduc¬ 
tion.  The  consolidated  section  804  de* 
duction  relating  to  the  reserve  and  other 
policy  liabilities  shi^  be  the  consolidated 
taxable  Income  multiplied  by  a  figure  to 
be  determined  and  proclaimed  by  the 
Secretary  for  each  taxable  year  pursuant 
to  section  804. 

(30)  Consolidated  section  806  adjust¬ 
ment.  The  consolidated  section  806  ad* 
Justment  relating  to  certain  reserves 
provided  in  section  806  shall  be  an 
amount  equal  to  3^4  percent  of  the  com* 
bined  unearned  premiums  and  unpaid 
losses  of  the  several  affiliated  corpora* 
tions  on  contracts  other  than  life  in* 
surance  or  annuity  contracts  computed 
in  the  case  of  each  corporation  pursuant 
to  the  provisions  of  section  806  but  the 
combined  unearned  premiums  shall  not 
be  considered  to  be  less  than  25  percent 
of  the  combined  net  premiums  on  such 
other  contracts  written  during  the  tax* 
able  year. 

(31)  Consolidated  1954  life  insurance 
company  taxable  income.  The  consoll* 
dated  1954  life  insurance  company  tax* 
able  income  in  the  case  of  an  aflUlated 
group  consisting  of  corporations  subject 
to  the  tax  imposed  by  section  802  (b)  for 
taxable  years  beginning  in  1954  shall  be 
the  consolidated  taxable  Income  plus 
eight  times  the  consolidated  section  806 
adjustment  and  minus  the  consolidated 
reserve  Interest  credit,  if  any. 

(32)  Consolidated  reserve  interest 
credit.  The  consolidated  reserve  interest 
credit  shall  be  the  aggregate  of  the 
reserve  interest  credits  of  the  sevcaral 
members  of  the  affiliated  group. 


(33)  Consolidated  section  175  deduc¬ 
tion.  The  consolidated  section  175 
deduction  shall  be  the  aggregate  of  the 
amount  of  the  deductions  of  the  several 
affiliated  corporations  allowable  imder 
section  175  for  the  taxable  year  (deter* 
mined  without  regard  to  the  25  percent 
limitation  of  section  175  (b))  and  an 
amount  equal  to  the  aggregate  of  the 
consolidated  section  175  carryovers  to 
the  taxable  year. 

(34)  Consolidated  section  175  grots 
income.  The  consolidated  section  175 
gross  income  shall  be  the  combined  gross 
income  derived  from  farming  of  the  sev* 
eral  affiliated  corporations  engaged  in 
the  business  of  farming  and  having  ex* 
penditures  of  the  type  described  in  sec* 
tion  175  (a).  For  this  purpose,  there 
shall  be  eliminated  profits  and  losses  on 
intercompany  transactions;  and  proper 
adjustment  shall  be  made  to  eliminate 
any  distortion  in  the  amount  of  gross 
Income  attributable  to  transactions  be* 
tween  members  of  the  affiliated  group 
at  markedly  fictitious  values. 

(35)  Consolidated  section  175  carry¬ 
overs.  The  consolidated  section  175 
carryovers  to  the  taxable  year  shall 
consist  of — 

(1)  The  excess,  if  any.  of  the  amount 
of  the  consolidated  section  175  deduc* 
tions  over  25  percent  of  the  consolidated 
section  175  gross  income  of  preceding 
taxable  years  to  the  extent  that  such 
consolidated  section  175  deduction  for 
any  preceding  taxable  year  was  not 
attributable  to  a  corporation  making  a 
separate  return  or  Joining  in  a  consoll* 
dated  return  filed  by  another  affiliated 
group  for  the  taxable  year  and  was  not 
absorbed  as  a  carryover  by  the  con* 
solidated  section  175  gross  income  for 
preceding  taxable  years 

and.  with  respect  to  any  excess  of  de* 
ductions  under  section  175  over  the  25 
percent  limitation  of  section  175  (b)  of 
a  corporation  in  a  taxable  year  for  which 
a  separate  return  was  filed  or  for  which 
such  corporation  Joined  in  a  consoll* 
dated  return  filed  by  another  affiliated 
group,  but  subject  to  the  limitation  pre* 
scrlbkl  in  paragraph  (b)  (15)  of  this 
section. 

(ii)  The  amount  of  such  excesses  of 
such  corporation  for  preceding  taxable 
years  to  the  extent  that  such  excesses 
were  not  absorbed  as  carryovers  for 
preceding  taxable  years. 

(36)  Consolidated  section  582(e)  net 
loss.  The  consolidated  section  582(c) 
net  loss  shall  be  the  excess  of  the  ag* 
gregate  of  the  losses  of  the  character 
described  in  section  582(c)  recognized  in 
a  taxable  year  beginning  after  December 
31.  1958,  by  the  several  affiliated  corpo* 
rations  which  are  banks  over  the  aggre* 
gate  of  gains  of  the  character  described 
in  section  582(c)  recognized  in  such  tax* 
able  year  by  the  several  affiliated  corpo* 
rations  which  are  banks. 

(37)  Consolidated  section  582(c)  net 
gain.  Ihe  consolidated  section  582(e) 
net  gain  shall  be  the  excess  of  the  aggre* 
gate  of  the  gains  of  the  character  de* 
scribed  in  section  582(c)  recognized  in  a 
taxable  year  beginning  after  December 
31.  1958,  by  the  several  affiliated  corpo* 
rations  which  are  banks  over  the  aggre* 
gate  of  the  losses  of  the  character 
described  in  section  582(c)  recognized  in 


such  taxable  year  by  the  several  affiliated 
corporations  which  are  banks. 

(38)  Consolidated  section  181  deduc¬ 
tion.  ITie  consolidated  section  181  de* 
duction  for  the  taxable  year  shall  be 
the  sum  of — 

(i)  With  respect  to  the  portion  of  a 
consolidated  unused  credit  not  attribut¬ 
able  to  a  (X)rporation  making  a  separate 
return  or  Joining  in  a  consolidated  re¬ 
turn  filed  by  another  affiliated  group  for 
such  taxable  year,  the  amoxmt  deter¬ 
mined  imder  the  provisions  of  section 
181,  and 

(ii)  With  respect  to  unused  credits 
arising  in  unused  credit  years  for  which 
a  corporation  filed  a  separate  return  or 
Joined  in  a  consolidated  return  filed  by 
another  aflUlated  group,  the  amount  de¬ 
termined  under  the  provisions  of  section 
181. 

(b)  Computations.  In  the  case  of  af¬ 
filiated  corporations  which  make,  or  are 
required  to  make,  a  consolidated  return, 
and  except  as  otherwise  provided  in  the 
regulations  under  section  1502: 

(1)  Taxable  income.  The  taxable  in¬ 
come  of  each  corporation  shaU  be  com¬ 
puted  in  accordance  with  the  provisions 
covering  the  determination  of  taxable 
income  of  separate  corporations,  ex¬ 
cept: 

(i)  There  shaU  be  eliminated  unreal¬ 
ized  profits  and  losses  in  transactions 
between  members  of  the  affiliated  group 
and  dividend  distributions  from  one 
member  of  the  group  to  another  member 
of  the  group  (referred  to  in  the  regula¬ 
tions  under  section  1502  as  intercompany 
transactions) ; 

(U)  No  net  operating  loss  deduction 
ShaU  be  taken  into  account; 

(iU)  No  capital  gains  or  losses  shaU  be 
taken  into  account; 

(iv)  There  shaU  be  disregarded  aU 
gains  and  losses  from  involuntair  con¬ 
versions  subject  to  section  1231,  and  from 
sales  and  exchanges  of  property  sub¬ 
ject  to  section  1231; 

(V)  In  the  computation  of  the  deduc¬ 
tion  under  section  171,  relating  to  amor¬ 
tizable  bond  premium,  there  shaU  be 
disregarded  the  bonds  of  one  member  of 
the  group  owned  by  another  member  of 
the  group  during  the  taxable  year; 

(vl)  In  the  computation  of  the  tax¬ 
able  income  of  a  corporation  for  the  tax¬ 
able  year  in  which  it  became  the  com¬ 
mon  parent  corporation  of  the  aflUlated 
group  filing  a  consoUdated  return,  the 
aggregate  deductions  of  such  corpora¬ 
tion  for  such  year  otherwise  aUowable 
in  excess  of  the  gross  income  of  such 
corporation  for  such  year  shaU  be  ex¬ 
cluded  to  the  extent  that  such  excess 
is  attributable  to  that  portion  of  such 
year  preceding  the  date  upon  which 
such  corporation  became  the  common 
parent  corporation  of  the  group.  Any 
amount  excluded  under  this  paragraph 
ShaU.  to  the  extent  that  it  constitutes 
a  net  operating  loss  within  the  provisions 
of  section  172  or  a  net  capital  loss  within 
the  provisions  of  section  1222,  be  con¬ 
sidered  as  a  net  operating  loss  or  a  net 
capital  loss,  as  the  case  may  be,  sepa¬ 
rately  sustained  by  such  corporation 
and  subject  to  the  provisions  of  para¬ 
graph  (a)  (3)  (U)  or  (11)  (U)  of  this 
section; 

(vU)  In  the  ease  of  a  corporation 
which  became  a  member  of  the  aflUl* 
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ated  group  after  January  1,  1954,  com¬ 
mon  parent  corporation  or  subsidiary,  as 
the  case  may  be,  allowable  deductions 
shall  be  determined  subject  to  the  quali¬ 
fications  prescribed  In  subparagraph  (9) 
of  this  paragraph; 

(Till)  No  deduction  under  section  170 
with  respect  to  charitable  or  other  con¬ 
tributions  shall  be  taken  into  account: 

(ix)  In  the  case  of  the  deduction  pro¬ 
vided  in  section  615  (relating  to  mine 
exploration  expenditures) .  the  allowable 
deduction  be  determined  subject 

to  the  qxiallllcatlons  prescribed  in  sub- 
paragraph  (12)  of  this  paragraph: 

(X)  In  the  ease  of  a  distribution  of 
inventory  to  which  section  311  (b)  is 
applicable,  or  in  Uie  case  of  a  distribu¬ 
tion  of  property  to  which  section  311  (c) 
is  applicable  by  one  member  of  the 
group  to  another  member  of  the  group, 
the  gain  recognized  tmder  such  sections 
shall  be  eliminated: 

(xi)  No  deductions  under  section  243, 
244,  245,  or  247  (relating  to  deductions 
with  respect  to  dividends  received  and 
dividends  paid)  or  under  section  922 
(relating  to  the  special  deduction  tor 
Western  Hemisphere  trade  corpora¬ 
tions)  ,  shall  be  taken  into  account; 

(xii)  No  deductions  under  section  175 
(relating  to  soil  and  water  conservation 
expenditures)  shall  be  taken  into  ac¬ 
count  a  member  of  an  afflllated  group 
to  which  the  consolidated  section  175 
dedxKtion  is  applicable: 

(xiii)  In  the  case  of  a  bank,  for  tax¬ 
able  years  beginning  after  December  31, 
1958,  there  shall  be  disregarded  all  gains 
and  losses  from  sales  and  exchanges  of 
property  described  in  section  582(c) ;  and 

(xiv)  No  deduction  under  section  181 
(relating  to  deduction  for  certain  imused 
investment  credit)  shall  be  taken  into 
account. 

Intercompany  profits  and  losses  which 
have  been  realized  by  the  group  through 
final  transactions  with  persons  other 
than  members  of  the  group,  and  inter- 
cmnpany  transactions  which  do  not  af¬ 
fect  the  consolidated  taxable  income 
shall  not  be  eliminated.  For  the  pur¬ 
pose  of  this  subparagraph,  gain  includ¬ 
ible  in  Income  pursuant  to  section  357(c) 
with  respect  to  transfers  of  assets  other 
than  capital  assets  and  other  than  as¬ 
sets  to  which  section  1231  is  applicable, 
and  gain  includible  in  income  by  reason  of 
the  application  of  paragraph  (a)(1)  (ill) 
of  i  1.1502-37A,  shall  not  be  eliminated. 
For  the  purpose  of  the  regulations  \mder 
section  1502,  a  transaction  not  involving 
a  sale  or  exchange  of  a  capital  asset  or 
of  property  subject  to  the  provisions  of 
section  1231  shall  not  be  considered  an 
intercompany  transaction  if  such  trans¬ 
action  occurs  in  the  regular  course  of 
the  trade  or  business  of  the  members  of 
the  group  and  if  such  members  adopt, 
with  the  consent  of  the  Commissioner 
and  subject  to  such  conditions  as  he 
deems  proper,  a  consistent  accounting 
practice  of  talcing  into  account  in  the 
computation  of  consolidated  taxable  in¬ 
come  the  gains  and  losses  reflected  in 
such  transactions.  As  used  in  this  para- 
gn4>b.  the  term  **taxable  income”  in- 
cluto  the  case  in  which  the  allowable 
deductions  of  a  member  (not  including 


any  net  operating  loss  deduction)  exceed 
its  gross  Income.  For  purposes  of  sec¬ 
tion  593(b)(2)  (relating  to  addition  to 
reserve  for  bad  debts) ,  taxable  income  of 
an  organization  to  which  section  593 
applies  shall  be  computed  as  if  such 
organization  filed  a  separate  return  for 
the  taxable  jrear. 

(2)  Other  computations  on  separate 
basis.  The  various  other  computations 
required  by  the  regulations  under  sec¬ 
tion  1502  to  be  made  by  the  several 
afflllated  corporations  shall  be  made  in 
the  case  of  each  such  corporation  in  the 
same  manner  and  under  the  same  con¬ 
ditions  as  if  a  separate  return  were  to 
be  filed,  but  with  the  following  excep¬ 
tions: 

(1)  Taxable  income.  The  taxable  in¬ 
come  used  in  any  such  computation 
shall  be  the  taxable  income  of  the  cor¬ 
poration  determined  in  accordance  with 
the  provisions  of  this  section. 

(ii)  Dividends  received.  In  the  com¬ 
putation  of  the  dividends  received,  there 
shall  be  excluded  all  dividends  received 
from  other  members  of  the  afflllated 
group. 

(ill)  Capital  gains  and  losses.  Capital 
gains  and  losses,  short-term  capital 
gains  and  losses,  long-term  capital  gains 
and  losses,  and  the  additional  capital 
loss  deduction  authorized  by  section  832 

(c)  (S)  shall  be  determined  without  re¬ 
gard  to: 

(a)  Gains  or  losses  arising  in  inter¬ 
company  transactions  (other  than  gains 
described  in  section  357  (c) )  and  gains 
recognized  to  the  distributing  corpora¬ 
tion  pursuant  to  section  311  (c)  by  rea¬ 
son  of  distributions  by  one  member  of 
the  group  to  another  member  of  the 
group, 

(b)  Gains  or  losses  from  Involuntary 
conversions  and  from  sales  or  exchanges 
of  property  subject  to  the  provisions  of 
section  1231, 

(c)  The  net  capital  loss  carryovers 
provided  in  section  1212, 

(d)  In  the  case  of  a  corporation  which 
became  a  member  of  the  afflllated  group 
subsequent  to  January  1,  1954,  common 
parent  corporation  or  subsidli^,  as  the 
case  may  be,  capital  losses  to  the  extent 
disallowed  pursuant  to  the  provisions 
of  subparagraph  (9)  of  this  paragraph, 
and 

(e)  In  the  case  of  a  bank,  for  taxable 
years  beginning  after  December  31, 1958, 
gains  or  losses  from  sales  or  exchanges  of 
property  described  in  section  582(c). 

(iv)  Net  operating  loss,  m  the  com¬ 
putation  of  the  net  operating  loss,  as 
defined  in  section  172,  the  provisions  of 
this  section  pertaining  to  the  determi¬ 
nation  of  taxable  income  shall  apply. 

(V)  DMdendt  paid,  m  the  computa¬ 
tion  of  dividends  paid,  there  ahaii  be 
excluded  all  dividends  paid  by  one  mem¬ 
ber  of  the  group  to  another,  except  as 
provided  in  paragraph  (b)  (4)  of 
I  1.1502-30A. 

(Vi)  Federal  income  tax.  In  the  oom- 
putation  of  the  Federal  income  tax,  there 
shall  be  used  the  consolidated  tax,  or  a 
proportionate  part  thereof,  if  the  tax 
payable  is  properly  computed  on  the 
basis  of  the  consolidated  return. 

(vii)  Dividends  paid  bp  public  utility. 
In  the  oomputatlon  of  dividends  paid  on 


the  preferred  stock  of  a  public  utility, 
there  shall  be  exduded  all  dividends  paid 
by  such  public  utility  to  another  member 
of  the  group. 

(viii)  Oains  or  losses  under  section 
1231.  Gains  and  losses  from  Involuntary 
conversions  subject  to  section  1231,  and 
from  sales  or  exchanges  of  property  sub¬ 
ject  to  section  1231  shall  be  determined 
without  regard  to — 

(a)  Gains  and  losses  from  intercom¬ 
pany  transactions  (other  than  gains  de¬ 
scribed  in  section  357  (c))  and  gains 
recognized  pursuant  to  section  311  (c) 
upon  the  distribution  of  property  sub¬ 
ject  to  the  provisions  of  section  1231  by 
one  member  of  the  group  to  another 
member  of  the  group,  and 

(b)  In  the  case  of  a  corporation  which 
became  a  member  of  the  afflllated  group 
subsequent  to  January  1.  1954,  common 
parent  corporation  or  subsidiary,  as  the 
case  may  be.  such  portion  of  any  such 
loss  as  is  disallowed  pursuant  to  the 
provisions  of  subparagraph  (9)  of  this 
paragraph. 

(ix)  Mutual  savings  banks,  domestic 
building  and  loan  associations-,  and  co¬ 
operative  banks.  In  the  case  of  a  mutual 
savings  bank,  a  domestic  building  and 
loan  association,  and  a  cooperative 
bcmk: 

(a)  In  the  computation  of  total  de¬ 
posits  or  withdrawable  accounts  at  the 
close  of  the  taxable  year  for  the  purpose 
of  section  593  (relating  to  the  deduction 
for  bad  debts),  there  shall  be  excluded 
the  total  deports  or  withdrawable  ac¬ 
counts  of  o^er  members  of  the  group, 
and 

(b)  In  the  computation  of  the  deduc¬ 
tion  provided  in  section  591  (relating  to 
dividends  paid  by  banking  corporations) . 
there  shall  be  excluded  amounts  paid  to, 
or  credited  to  the  accounts  of,  other 
members  of  the  group. 

(3)  Limitation  on  net  operating  loss 
carryovers  and  carrybacks  from  separate 
return  years,  (i)  In  no  case  shall  there 
be  Included  in  the  consolidated  net  oper¬ 
ating  loss  deduction  for  the  taxable  year 
•s  consolidated  net  operating  loss  carry¬ 
overs  or  carrybacks  under  paragraphs 
(a)(3)(i)(b).  (4)(i)  (f),  (g),  (h),  (J). 
and  (k) ,  and  (il)  (c)  and  (d)  of  this  sec¬ 
tion  (relating  to  net  operating  losses  sus¬ 
tained  by  a  corporation  in  years  for 
which  separate  returns  were  filed,  or  for 
which  such  corporation  Joined  in  a  con¬ 
solidated  return  filed  by  another  afflll¬ 
ated  group)  an  amount  exceeding  the 
taxstble  inoxne  of  such  corporation  in¬ 
cluded  in  the  computation  of  the  con¬ 
solidated  taxable  income  for  the  taxable 
year,  adjusted  as  provided  in  subdivision 
(il)  of  this  subparagraph.  This  sub¬ 
division  shall  not  be  ai^licable  to  a 
carryover  imder  paragraph  (a)  (3)  (i)  (b) 
of  this  section  of  a  net  operating  loss  of  a 
corporation — 

(a)  Attributable  to  a  period  for  which 
it  was  included  in  a  consolidated  return 
filed  by  another  afflllated  group  for  a  tax- 
aMe  year  beginning  prior  to  January  1. 
1954,  all  of  whose  members  are  included 
in  the  consolidated  return  filed  for  the 
taxable  year  if  all  of  the  members  of  such 
other  afflllated  group  would  have  been 
members  of  the  afflllated  group  if  the  law 
applicable  to  the  taxable  year  had  been 
applicable  to  such  prior  taxable  year. 
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(b)  To  taxable  years  begimiiiig  after 
December  31.  1963.  attributable  to  a  tax¬ 
able  year  beginning  before  January  1. 
1964,  In  which  such  corporation  was  (on 
each  day  of  such  year)  a  member  of  the 
affiliated  group,  or 

(c)  Attributable  to  a  taxable  year  be¬ 
ginning  after  December  31.  1963.  in 
which  such  corporation  was  (on  each 
day  of  such  year)  a  member  of  the 
affiliated  group,  provided  that  an  elec¬ 
tion  under  section  1562  (relating  to 
privilege  of  groups  to  elect  multiple  sur¬ 
tax  exemptions)  was  not  effective  for 
such  year. 

( ii  >  For  purposes  of  this  subparagraph 
and  subparagraph  (21)  of  this  para¬ 
graph.  the  taxable  Income  of  a  corpora¬ 
tion  included  in  the  computation  of  con¬ 
solidated  taxable  income  shall  be  de¬ 
creased  by  its  deductions  under  sec¬ 
tions  181,  243,  244,  245,  247,  and  922  (and 
in  the  case  of  a  member  of  an  affiliated 
group  to  which  the  consolidated  section 
175  deduction  is  applicable,  the  section 
175  deduction),  and  shall  be  increased 
by  its  separate  net  capital  gain,  and  shall 
be  increased  or  decreased,  as  the  case 
may  be,  with  respect  to  its  separate  gains 
and  losses  from  involuntary  conversions 
subject  to  the  provisions  of  section  1231, 
and  from  sales  or  exchanges  of  property 
subject  to  the  provisions  of  section  1231. 

(4)  Law  applicable  to  computations 
of  net  operating  loss  carryovers  and 
carrybacks.  (1)  In  determining  the 
amount  of  any  net  operating  loss  carry¬ 
back  or  carryover,  consolidated  or  sep¬ 
arate,  to  any  taxable  year,  the  necessary 
computations  involving  any  other  tax¬ 
able  year  shall  be  made  under  the  law 
and  regulations  applicable  to  such  other 
taxable  year.  The  preceding  sentence 
shall  apply  with  respect  to  all  taxable 
years  whether  they  begin  before,  on,  or 
after  January  1, 1954. 

(il)  In  the  case  of  a  consolidated  net 
operating  loss  for  a  taxable  year  begin¬ 
ning  in  1953  and  ending  In  1954,  the 
amount  of  such  consolidated  net  operat¬ 
ing  loss  which  shall  be  carried  to  the 
second  preceding  taxable  year  shall  be 
the  amount  which  bears  the  same  ratio 
to  such  consolidated  net  operating  loss 
as  the  number  of  days  In  the  loss  year 
after  December  31,  1953,  bears  to  the 
total  number  of  days  In  such  year.  In 
determining  the  amount  carried  to  amy 
other  taxable  year,  the  amoimt  ab¬ 
sorbed  for  the  second  taxable  year  pre¬ 
ceding  the  loss  year  shall  not  exceed  the 
portion  of  the  consolidated  net  operat¬ 
ing  loss  which  Is  carried  to  the  second 
preceding  taxable  year. 

(iii)  (a)  The  consolidated  net  operat¬ 
ing  loss  deduction  for  a  taxable  year  be¬ 
ginning  in  1953  and  ending  in  1954,  shall 
be  the  sum  of — 

(1)  That  portion  of  the  consolidated 
net  operatiiig  loss  deduction  for  such 
taxable  year,  computed  as  though  para¬ 
graph  (a)  (2)  of  S  1.1502-31A  applied  to 
such  taxable  year,  which  tl.e  number  of 
days  in  such  taxable  year  after  December 
31,  1953,  bears  to  the  total  number  of 
days  in  such  taxable  year,  and 

(2)  That  portion  of  the  consolidated 
net  operating  loss  deduction  for  such 
taxable  year,  computed  in  accordance 
with  26  CPR  (1939)  24.31(a)(2)  (Regu¬ 
lations  129),  which  the  number  of  days 
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in  such  taxable  year  before  January  1. 
1954,  bears  to  the  total  number  of  days 
in  such  taxable  year. 

(b)  The  consolidated  net  income  for 
any  taxable  year  beginning  in  1953  and 
ending  in  1954  which  is  subtracted  from 
the  net  operating  loss  for  any  other  tax¬ 
able  year  to  determine  the  portion  of 
such  net  operating  loss  which  is  a  carry¬ 
back  or  a  carryover  to  a  particulai  tax¬ 
able  year  shall  be  determined  in  accord¬ 
ance  with  the  principles  of  section 
172(f)(4). 

(iv)  (a)  The  consolidated  net  operat¬ 
ing  loss  deduction  for  a  taxable  year  be¬ 
ginning  after  December  31,  1953,  and 
ending  before  August  17.  1954,  shall  be 
computed  as  If  the  regulations  imder 
section  1502  apply  to  such  tsucable  year. 

(b)  The  consolidated  net  Income  for 
any  taxable  year  beginning  after  Decem¬ 
ber  31,  1953,  and  ending  before  August 
17.  1954,  which  is  subtracted  from  the 
consolidated  net  operating  loss  for  any 
other  taxable  year  to  determine  the 
portion  of  such  net  operating  loss  which 
is  a  carryback  or  a  carryover  to  a  par¬ 
ticular  taxable  year  shall  be  determined 
in  accordance  with  section  172(g)(3). 

(V)  In  the  case  of  a  consolidated  net 
operating  loss  for  a  taxable  year  begin¬ 
ning  in  1957  and  ending  In  1958,  the 
amount  of  such  consolidated  net  operat¬ 
ing  loss  which  shall  be  carried  to  the 
third  preceding  taxable  year  shall  be  the 
amount  which  bears  the  same  ratio  to 
such  consolidated  net  operating  loss  as 
the  number  of  days  in  the  loss  year  after 
December  31,  1957,  bears  to  the  total 
number  of  das^s  in  such  year.  In  deter¬ 
mining  the  amount  carried  to  any  other 
taxable  year,  the  amount  absorbed  for 
the  third  taxable  year  preceding  the  loss 
year  shall  not  exceed  the  portion  of  the 
consolidated  net  operating  loss  which  is 
carried  to  the  third  preceding  taxable 
year. 

(Vi)  For  purposes  of  section  141  of  the 
Internal  Revenue  Code  of  1939  and  that 
part  of  the  regulations  promulgated 
thereuiKier  which  relate  to  subchapter 
D,  chapter  1  of  such  Code,  excess  profits 
net  income  and  consolidated  section 
433(a)  excess  profits  net  incmne  shall  be 
computed  as  if  the  regulations  under 
section  1502  did  not  apply  and  as  if 
such  section  and  such  regulations  con¬ 
tinued  to  apply  to  taxable  years  begin¬ 
ning  after  December  31,  1953. 

(5)  Limitation  on  absorption  of  un¬ 
used  dividend  carryovers.  If,  in  the 
computation  of  the  consolidated  divi¬ 
dend  carryover  for  the  second  consol¬ 
idated  return  period  in  respect  of  which 
the  income  of  a  corporation  is  included 
in  the  consolidated  return  of  the  group, 
there  is  involved  a  separate  unused  divi¬ 
dend  carryover  of  such  corporation  for 
the  second  preceding  taxable  year  to¬ 
gether  with  a  consolidated  unused  divi¬ 
dend  carryover  for  the  second  preceding 
taxable  year,  or  if.  for  the  second  con¬ 
solidated  return  period  in  respect  of 
which  the  income  of  two  or  more  mem¬ 
bers  of  the  group  is  included  in  the  con¬ 
solidated  return  of  the  group,  there  are 
involved  the  separate  unused  dividend 
carryovers  of  such  corporations  for  the 
second  preceding  taxable  year,  no  por¬ 
tion  of  the  excess  of  the  consolidated 
undistributed  personal  holding  company 
income  (determined  without  regard  to 


any  dividends  paid  deduction  and  divi¬ 
dend  carryover)  over  the  consolidated 
section  561  dividends  paid  deduction 
(determined  without  regard  to  any  divi¬ 
dend  carryover)  for  the  first  preceding 
taxable  year  shall  be  taken  into  account 
more  than  once  in  giving  effect  to  the 
provisions  of  paragraph  (a)  (26)  (ii) 
and  (iv)  of  this  section  (relating  to  the 
computation  of  that  part  of  the  consol¬ 
idated  dividend  carryover  attributable 
to  the  unused  dividend  carryovers  of  the 
second  preceding  taxable  year). 

(6)  Apportionment  of  consolidated 
net  operating  loss.  If  an  affiliated  group 
filing  a  consolidated  return  sustains  a 
consolidated  net  operating  loss  for  the 
taxable  year  within  the  provisions  of 
section  172,  relating  to  the  net  operating 
loss  deduction,  and  if — 

(i)  There  are  included  as  members  of 
such  group  one  or  more  corporations 
which  made  separate  returns,  or  Joined 
in  a  consolidate  return  filed  by  another 
affiliated  group,  either  in  a  preceding 
taxable  year  or  in  a  succeeding  taxable 
year,  or 

(ii)  There  are  included  as  members 
of  such  group  one  or  more  corporations 
which  siistain  a  net  operating  loss  for 
the  taxable  year  for  which  a  certification 
is  issued  under  section  317  of  the  Trade 
Expansi<m  Act  of  1962  and  with  respect 
to  which  the  requirements  of  section  172 
(b)  (3)  (A)  are  met,  or 

(ill)  In  the  case  of  a  taxable  year  end¬ 
ing  after  December  31.  1955,  there  are 
included  as  members  of  such  group  one 
or  more  corporations  which  are  regu¬ 
lated  transportation  corporations  for  the 
taxable  year  (within  the  meaning  of  sec- 
Uon  172(J)(1)). 

then  the  portion  of  such  consolidated 
net  operating  loss  attributable  to  su<dx 
corporations  severally  shall  be  deter¬ 
mined.  such  portion  in  the  case  of  any 
such  corporation  being  determined  in  an 
amount  proportionate  to  the  net  losses 
(capital  net  losses  and  ordinary  net 
losses  alike)  of  the  several  affiliated  cor¬ 
porations  having  net  losses,  to  the  extent 
that  such  losses  were  taken  into  account 
in  the  computation  of  the  consolidated 
net  operating  loss. 

(7)  Apportionment  of  consolidated 
net  capital  loss.  If  an  affiliated  group 
filing  a  consolidated  return  sustains  a 
consolidated  net  capital  loss,  and  if 
there  are  included  as  members  of  such 
group  one  or  more  corporations  which 
make  separate  returns,  or  Join  in  a  con¬ 
solidated  return  filed  by  another  affili¬ 
ated  group,  in  a  succeeding  taxable  year, 
the  portion  of  such  consolidated  net 
capital  loss  attributable  to  such  corpo¬ 
rations  severally  shall  be  determined, 
such  portion  in  the  case  of  any  such  cor¬ 
poration  being  an  amount  which  bears 
the  same  ratio  to  the  consolidated  net 
capital  loss  which  the  net  capital  loss  of 
such  corporation  bears  to  the  aggregate 
of  the  net  capital  losses  for  the  taxable 
year  sustain^  by  the  several  affiliated 
corporations  having  net  capital  losses. 

(8)  Limitation  on  net  capital  loss 
carryover  from  separate  return  year.  In 
no  case  shall  there  be  Included  in  the 
computation  of  the  consolidated  net 
capital  gain  for  the  taxable  year  as  a 
consolidated  net  capital  loss  carryover 
under  paragraph  (a)  (11)  (11)  of  this 
section  (relating  to  net  capital  losses 
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separately  sustained)  an  amount  ex¬ 
ceeding  in  the  aggregate  the  net  capital 
gains  of  such  corporation  (determined 
without  regard  to  any  net  capital  loss 
carryover)  included  in  the  computation 
of  the  consolidated  net  capital  gain  for 
the  taxable  year  increased  with  respect 
to  its  separate  net  gains  from  involun¬ 
tary  conversions  and  from  sales  or  ex¬ 
changes  of  property  subject  to  the  pro¬ 
visions  of  section  1231. 

(9)  Ovali/lcattona  on  deductlona  wfiere 
group  membersMp  changed  after  Jan¬ 
uary  1,  1954.  In  the  case  of  an  affiliated 
group  formed  at  any  time  after  January 
1, 1954,  or  having  among  its  members  in 
the  taxable  year  one  or  more  subsidi¬ 
aries  which  became  members  of  the 
group  subsequent  to  January  1, 1954,  the 
consolidated  taxable  income  for  the  tax¬ 
able  year,  and  for  prior  and  subsequent 
taxable  years  to  the  extent  affected  by 
carrybacks  and  carryovers  from  the  tax¬ 
able  year,  shall  be  determined  subject  to 
the  following  qualifications: 

(i)  There  shall  be  excluded  in  the  case 
of  the  common  parent  corporation  and 
in  the  case  of  any  subsidiaries  which 
were  members  of  the  group  on  January  1, 
1954,  those  deductions  from  gross  income 
otherwise  allowable  with  respect  to — 

(a)  Bales  or  exchanges  of  capital 
assets, 

(b)  Involuntary  conversions  and  sales 
or  exchanges  of  property  subject  to  the 
provisions  of  secUon  1231, 

(c)  Securities  subject  to  the  provisions 
of  section  165  (g)  (3),  or 

(d)  Debts  subject  to  the  provisions  of 
section  166, 

to  the  extent  that  such  deductions  other¬ 
wise  allowable  exceed  in  the  aggregate — 

(s)  In  the  case  of  capital  losses,  the 
excess  of  the  aggregate  capital  gains  over 
the  aggregate  capital  losses  of  such  cor¬ 
porations  for  the  taxable  year,  or 

(/)  In  the  case  of  ordinary  lotses,  the 
aggregate  of  the  ordinary  taxable  income 
of  such  corporations  for  the  taxable  year, 
increased  in  an  amount  equal  to  any  ex¬ 
cess  of  aggregate  capital  gains  over  ag¬ 
gregate  capital  losses  of  such  corpora¬ 
tions, 

such  capital  gains  and  losses  and  such 
ordinary  taxable  income  being  deter¬ 
mined  pursuant  to  the  provisions  of  the 
regulations  under  section  1502  but  with¬ 
out  regard  to  the  provisions  of  subpara¬ 
graphs  (1)  (iv)  and  (2)  (ill)  (b)  of  this 
paragraph  and  without  regard  to  the 
losses  in  question: 

(il)  There  shall  be  excluded  in  the 
case  of  a  subsidiary  corporation  which 
became  a  member  of  the  affiliated  group 
subsequent  to  January  1, 1954,  those  de¬ 
ductions  from  gross  Income  otherwise 
allowable  with  respect  to — 

(a)  Sales  or  exchanges  of  capital 
assets. 

(b)  Involimtary  conversions  and  sales 
or  exchanges  of  property  subject  to  the 
provisions  of  section  1231, 

(c)  Securities  subject  to  the  provi¬ 
sions  of  section  165  (g)  (3),  or 

(d)  Debts  subject  to  the  provisions  of 
section  166, 

to  the  extent  that  such  deductions 
otherwise  allowable  are  attributable  to 
events  preceding  the  date  upon  which 
such  corporation  became  a  member  of 
the  group,  and 


(e)  Being  capital  losses,  exceed  (1) 
the  capital  gains  reduced  by  all  other 
capital  losses  of  such  corporation  for 
the  taxable  year,  in  the  case  in  which 
such  corporation  was  not,  on  January  1, 
1954,  a  member  of  an  affiliated  group 
within  the  meaning  of  section  1504,  or 
(2)  in  case  such  corporation  was  a  me  a- 
ber  of  an  affiliated  group  on  January  1, 
1954,  an  amount  which  together  with 
like  losses  computed  subject  to  the  pro¬ 
visions  of  the  regiilations  imder  section 
1502  in  the  case  of  other  members  of 
the  group  during  the  taxable  year  which 
were  affiliated  with  such  corporation  on 
January  1,  1954,  within  the  meaning  of 
section  1504  is  equal  to  the  aggregate 
capital  gains  reduced  by  the  aggregate 
of  all  other  capital  losses  of  such  cor¬ 
poration  and  of  such  other  members  of 
the  group,  or 

(/)  Being  ordinary  losses  exceed  (f) 
the  ordinary  taxable  income  of  such  cor¬ 
poration  for  the  taxable  year  Increased 
in  an  amount  equal  to  any  excess  of 
capital  gains  over  capital  losses  for  the 
taxable  year,  in  the  case  in  which  such 
corporation  was  not,  on  January  1, 1954, 
a  member  of  an  affiliated  group  within 
the  meaning  of  section  1504,  or  (2)  in 
case  such  corporation  was  a  member  of 
an  affiliated  group  on  January  1,  1954, 
an  amount  which,  together  with  like 
losses  computed  subject  to  the  provisions 
of  the  regulations  under  section  1502 
in  the  case  of  other  members  of  the 
group  during  the  taxable  year  which 
were  affiliated  with  such  corporation  on 
January  1,  1954,  within  the  meaning  of 
section  1504,  is  equal  to  the  ordinary 
taxable  Income  of  such  corporation  for 
the  taxable  year  increased  by  the  ag¬ 
gregate  of  the  ordinary  taxable  Income 
and  decreased  by  the  aggregate  of  the 
ordinary  net  losses  of  other  members  of 
the  affiliated  group  during  the  taxable 
year  which  were  affiliated  with  such  cor¬ 
poration  on  January  1,  1954,  within  the 
meaning  of  section  1504,  and  Increased 
further  in  an  amount  equal  to  any  ex¬ 
cess  of  aggregate  capital  gains  over  ag¬ 
gregate  capital  losses  of  such  corpora¬ 
tions, 

such  capital  gains  and  losses,  and  ordi¬ 
nary  taxable  income  and  net  losses,  as 
the  case  may  be,  being  determined  pur¬ 
suant  to  the  provisions  of  the  regulations 
under  section  1502  but  without  regard  to 
the  provisions  of  subparagraphs  (1)  (iv) 
and  (2)  (ill)  (b)  of  this  paragraph,  and 
without  regard  to  the  losses  in  question. 

(ill)  The  portion  of  any  loss  otherwise 
allowable  as  a  deduction  for  the  taxable 
year  which  is  disallowed  pursuant  to  the 
provisions  of  subdivisions  (i)  and  (ii)  of 
this  subparagraph  shall,  to  the  extent 
that  it  constitutes  a  net  ciq?ital  loss  or  a 
net  operating  loss,  be  considered  as  a 
net  capital  loss  or  a  net  operating  loss, 
as  the  case  may  be,  in  respect  to  those 
members  of  the  group  by  reference  to 
which  the  amount  of  the  deduction  dis¬ 
allowed  under  subdivisions  (i)  and  (11) 
of  this  subparagraph  was  determined, 
and,  for  the  purpose  of  the  carryback 
provisions,  the  year  of  the  loss  shall  be 
considered  as  a  taxable  year  occurring 
subsequent  to  the  last  taxable  year  in 
respect  of  which  the  income  of  such 
members  of  the  group  was  included 
In  a  consolidated  return,  and,  for  the 
purpose  of  the  carryover  provisions,  as  a 


taxable  year  occurring  prior  to  the  first 
taxable  year  in  respect  of  which  their 
income  was  included  in  a  consolidated 
return; 

(iv)  The  provisions  of  subdivisions  (i) 
and  (11)  of  this  subparagraph  shall  not 
i^iply  with  respect  to  the  common  parent 
corporation  of  an  affiliated  group  formed 
subsequent  to  January  1,  1954,  or  to  the 
common  parent  corporation  or  subsid¬ 
iaries  of  a  group  in  existence  on  January 
1,  1954,  acquiring  new  members  subse¬ 
quent  to  January  1, 1954,  or  with  respect 
to  subsidiaries  becoming  members  of  the 
group  subsequent  to  January  1,  1954 — 

(a)  If  the  group  consists  solely  of  the 
common  parent  corporation  and  one  or 
more  suMdlaries  created,  directly  or 
indirectly,  by  the  common  parent 
corporation  or  by  other  members  of  the 
group; 

(b)  If,  immediately  after  the  corpora¬ 
tion  involved  became  a  member  of  the 
group,  common  parent  corporation  or 
subsidiary,  as  the  case  may  be,  stock  pos¬ 
sessing  at  least  80  poeent  of  the  voting 
power  of  all  classes  of  its  stock  then  out¬ 
standing  and  at  least  80  percent  of  each 
class  of  its  nonvotliig  stock  then  out¬ 
standing  is  owned,  directly  or  indirectly, 
by  substantially  the  same  interests  by 
which  such  stock  was  owned  on  January 
1.  1954; 

(c)  If  the  aflUlated  group  involved 
was  formed,  or  the  new  subsidiary  be¬ 
came  a  member  of  the  group,  as  an  inci¬ 
dent  to  an  involuntary  conversion  or 
to  a  transfer  made  pur8\iant  to  an  order 
of  the  Securities  and  Exchange  Com¬ 
mission,  the  Federal  Communicationa 
Commission,  the  Interstate  Commerce 
Commission,  or  a  similar  regulatory  body 
of  State  or  Federal  Oovemment;  or 

(d)  To  the  extent  to  which,  upon  con¬ 
sideration  of  the  facts  or  circumstances 
presented  by  the  puticular  case,  the 
Commissioner  determines  that  a  con¬ 
solidated  taxable  Income  computed  with 
respect  to  the  affiliated  group,  but  with¬ 
out  regard  to  subdivisions  (i)  and  (ii) 
of  this  subparagraph,  will  not  serve  to 
distort  the  income  tax  liability  of  the 
group  or  of  any  of  its  members. 

(10)  Loss  to  group  of  investment  in  an 
affiliate.  In  the  case  of  a  loss  to  one  or 
more  members  of  an  affiliated  group 
sustained  during  the  taxable  year  as  the 
result  of  the  worthlessness  of  the  invest¬ 
ment  of  such  members  in  another  af¬ 
filiate,  whether  such  investment  was 
reflected  in  the  stock,  bonds,  or  open  ac¬ 
count  advances  to  such  other  alUlate — 

(i)  Such  losses  shall  be  taken  into  ac¬ 
count  in  the  computation  of  consolidated 
taxable  income  for  the  year  of  the  loss 
in  an  amount  not  greater  in  the  aggre¬ 
gate  than  the  excess  of  the  consolidated 
taxable  Income  for  such  year  computed 
without  regard  to  any  such  loss  over 
that  portion  of  such  consolidated  tax¬ 
able  Income  so  computed  attributable  to 
such  other  affiliate;  and 

(11)  The  portion  of  any  such  loss  oth¬ 
erwise  allowable  as  a  deduction  for  the 
taxable  year  which  is  disallowed  pur¬ 
suant  to  the  provisions  of  subdivision  (i) 
of  this  subparagraph  shall  be  considered 
as  a  consolidated  net  operating  loss  to 
be  taken  into  accoimt  as  a  consolidated 
carryback  to  the  two  preceding  taxable 
years  or,  if  the  loss  is  sustained  in  a  tax¬ 
able  year  ending  after  December  31, 1957, 


11 8.52 


RULES  AND  REGULATIONS 


the  three  preceding  taxable  years  and  as 
a  consolidated  carryover  to  the  five  suc¬ 
ceeding  taxable  years,  but  in  an  amount 
not  greater  for  any  taxable  year  than 
the  excess  of  the  consolidated  taxable 
income  for  such  year,  computed  without 
regard  to  such  carryover  or  carryback, 
as  the  case  may  be.  over  that  portion  of 
such  consolidated  taxable  income  so 
computed  for  such  taxable  year  attrib¬ 
utable  to  such  other  siffiliate. 

(11)  Disposal  of  timber  or  coal — (i) 
Intercompany  transactions.  Section  631 
(b)  or  (c)  (relating  to  the  disposal  of 
timber  or  coal)  shall  apply  to  an  amount 
received  by  a  member  of  the  group  only 
to  the  extent  such  amount  is  received  by 
the  member  of  the  group  as  a  party  to  a 
transaction  described  in  section  631  (b) 
or  (c)  with  persons  not  members  of  the 
group. 

(11)  Application  of  sections  531  and 
541  to  coal  royalties.  For  the  purpose 
of  determining  the  consolidated  accu¬ 
mulated  taxable  income  and  the  con¬ 
solidated  undistributed  personal  holding 
company  income  the  provisions  of  631 
(c>  shall  not  apply  to  any  amoynt  re¬ 
ceived  by  a  member  of  the  group  upon 
the  disposal  of  coal. 

(12)  Mine  exploration  expenditures — 
(i)  Limitation  under  section  615  (a).  If 
the  aggregate  of  the  deductions,  com¬ 
puted  without  regard  to  this  sentence, 
allowable  under  section  615  (a)  to  the 
several  members  of  the  group  exceeds 
$100,000. 

(a)  The  deduction  under  that  section 
allowable  to  any  member  of  the  group 
shall  be  an  amount  which  bears  the  same 
ratio  to  $100,000  as  its  deduction  com¬ 
puted  without  regard  to  this  sentence 
bears  to  the  aggregate  of  such  deduc¬ 
tions  so  computed  for  the  members  of 
the  group,  except  that, 

(b)  If  all  the  members  of  the  group 
consent  in  writing,  the  deduction  under 
that  section  allowable  to  such  member 
shall  be  the  deduction  under  that  sec¬ 
tion  computed  without  regard  to  this 
sentence,  or  such  part  thereof  as  the 
common  parent  corporation  shall  deter¬ 
mine  at  the  time  the  consent  is  filed, 
provided,  however,  that  the  aggregate  of 
the  deductions  so  allowable  for  all  mem¬ 
bers  of  the  group  shall  not  exceed 
$100,000. 

(li)  Limitation  under  615  (c).  If  the 
limitation  provided  in  section  615  (c)  is 
applicable  to  any  member  of  the  group, 
such  limitation  shall  be  deemed  appli¬ 
cable  to  all  members  of  the  group. 

(13)  Apportionment  of  unused  divi¬ 
dend  carryover  and  allotoance  of  consoli¬ 
dated  deficiency  dividends  deduction — 
(i)  Apportionment  of  unused  dividend 
carryover.  If  an  affiliated  group  filing 
a  consolidated  return  has  an  imused 
consolidated  dividend  carryover  and  if 
there  are  included  as  members  of  such 
group  one  or  more  corporations  which 
make  separate  returns,  or  Join  in  a  con¬ 
solidated  return  filed  by  another  affili¬ 
ated  group  or  if  any  member  of  the  group 
computes  its  tax  liability  under  section 
541  pursuant  to  the  last  sentence  of 
paragraph  (b)  (4)  of  S  1.1502-30A,  in  a 
succeeding  taxable  year,  the  portion  of 
such  unused  consolidated  dividend  car¬ 
ryover  attributable  to  such  corporations 
severally  shall  be  determined  for  the 
purpose  of  the  dividend  carrj’over,  such 


portion  in  the  case  of  any  such  corpora¬ 
tion  shall  be  determined  in  an  amotmt 
proportionate  to  the  deduction  *Tor  divi¬ 
dends  paid  and  the  taxable  incomes  of 
the  several  affiliated  corporations  (deter¬ 
mined  with  the  adjustments  provided  in 
section  545)  to  the  extent  that  such  de¬ 
duction  and  such  taxable  income  were 
taken  into  account  in  the  computation  of 
the  consolidated  dividend  carryover  and 
the  consolidated  and  undistributed  per¬ 
sonal  holding  company  income. 

(ii)  Deficiency  dividends  deduction. 
For  the  purpose  of  applying  section  547, 
relating  to  deficiency  dividends,  in  case 
the  affiliated  group  is  subject  to  tax  (m 
its  consolidated  undistributed  personal 
holding  company  Income  for  the  taxable 
year  to  which  the  deficiency  in  personal 
holding  company  tax  relates,  the  con¬ 
solidated  deficiency  dividends  deduction 
described  in  paragraph  (a)  (25)  of  this 
section  shall  be  allowecL 

(14)  Apportionment  of  consolidated 
charitable  contribution  deduction.  If 
an  affiliated  group  filing  a  consolidated 
return  has  an  excess  of  the  consolidated 
charitable  contribution  deduction  over 
the  limitation  of  paragraph  (a)  (1)  (1) 
(c)  of  this  section  for  the  taxable  year, 
and  if  there  are  included  as  members 
of  such  group  one  or  more  corporations 
which  make  separate  returns  or  Join  in  a 
consolidated  return  filed  by  another  af¬ 
filiated  group  in  a  succeeding  taxable 
year,  the  portion  of  such  excess  attribut¬ 
able  to  such  corporations  severally  shall 
be  determined,  such  portion  in  the  case 
of  any  such  corporation  being  deter¬ 
mined  in  an  amount  proportionate  to 
such  excess  as  the  contributions  of  each 
such  corporation  bear  to  the  aggregate 
of  such  contributions. 

(15)  Limitation  on  section  175  carry¬ 
overs  from  separate  return  years.  In  no 
case  shall  there  be  included  in  the  con¬ 
solidated  section  175  deductions  for  the 
taxable  year  as  consolidated  section  175 
carryovers  under  paragraph  (a)  (35)  (ii) 
of  this  section  (relating  to  excess  section 
175  deductions  of  a  corporation  for  years 
for  which  separate  returns  were  filed  or 
for  which  such  corporation  Joined  in  a 
consolidated  return  filed  by  another  af¬ 
filiated  group),  an  amount  exceeding  in 
the  aggregate  the  amount  by  which  25 
percent  of  the  gross  income  of  such  cor¬ 
poration  derived  from  farming  included 
in  the  computation  of  the  consolidated 
section  175  gross  income  for  the  taxable 
year  exceeds  the  amoimt  of  the  expendi¬ 
tures  of  such  corporation  of  the  taxable 
year  deductible  under  section  175. 

(16)  Apportionment  of  consolidated 
section  175  deduction.  If  an  affiliated 
group  filing  a  consolidated  return  has  an 
excess  of  the  consolidated  section  175  de¬ 
duction  over  the  limitation  of  25  percent 
of  the  consolidated  section  175  gross  in¬ 
come  for  the  taxable  year,  and  if  there 
are  included  as  members  of  such  group 
one  or  more  corporations  which  make 
separate  returns,  or  are  Joined  in  a  con¬ 
solidated  return  filed  by  another  affili¬ 
ated  group,  in  a  succeedtog  taxable  irear, 
the  portion  of  such  excesses  attributable 
to  such  corporations  severally  shall  be 
determined;  such  portion  in  the  case  of 
any  such  corporation  being  determined 
in  an  amount  proportionate  to  such  ex¬ 
cess  as  the  deductions  of  each  such  cor¬ 


poration  bears  to  the  aggregate  of  such 
deductions. 

(17)  Applicability  of  consolidated 
section  175  deduction.  An  affiliated 
group  shall  not  be  eligible  to  use  the 
consolidated  section  175  deduction  un¬ 
less  all  of  the  members  of  such  group 
which  are  engaged  in  the  business  of 
farming  during  the  taxable  year  have 
adopted,  pursuant  to  section  175  (d). 
the  method  described  in  section  175.  In 
the  case  of  a  corporation  which  is  a 
member  of  an  affiliated  group  which  is 
not  eligible  to  use  the  consolidated  sec¬ 
tion  175  deduction,  Uie  deduction  pro¬ 
vided  by  section  175  shall  be  used  in  the 
computation  of  the  taxable  income  of 
such  corporation  in  the  same  manner 
and  under  the  same  conditions  as  if  a 
separate  return  were  to  be  filed,  except 
that  the  gross  income  from  farming  of 
such  corporation  shall  be  determined 
without  regard  to  profits  or  losses  on 
intercompany  transactions;  and  proper 
adjustment  shall  be  made  to  eliminate 
any  distortion  in  the  amount  of  gross 
income  attributable  to  transactions 
between  members  of  the  group  at 
marked^  fictitious  values. 

(18)  computation  of  consolidated 
accumulated  taxable  income.  In  the 
computation  of  consolidated  accumu¬ 
lated  taxable  income  no  amount  shall 
be  taken  into  account  with  respect  to 
any  income  or  deductions  attributable  to 
members  of  the  affiliated  group  which 
are  subject  to  tax  under  section  541  as 
describe  in  the  last  sentence  of 
paragraph  (b)  (4)  of  §  1.1502-30A. 

(19)  Law  applicable  to  the  computa¬ 
tion  of  consolidated  dividends  carryover. 
In  the  computation  of  the  consolidated 
section  561  dividends  paid  deduction,  the 
amount  of  the  consolidated  dividends 
carryover  from  a  year  to  which  subtitle 
A  of  the  Code  is  not  applicable  to  a  tax¬ 
able  year  to  which  such  subtitle  applies 
shall  be  determined  under  26  CPR  (1939) 
part  24  (Regulations  129)  if  a  con¬ 
solidated  return  was  filed  for  the  year 
in  which  the  dividends  were  paid  or  un¬ 
der  the  provisions  of  the  Internal  Rev¬ 
enue  Code  of  1939  If  a  separate  return 
was  filed  for  such  year. 

(20)  Law  applicable  to  computation  of 
deficiency  dividends  deduction.  If  a  de¬ 
ficiency  is  asserted  with  respect  to  a 
taxable  year  which  began  before  Janu¬ 
ary  1.  1954,  the  amount  of  any  “defi¬ 
ciency  dividend”  shall  include  only 
amounts  which  would  have  been  in¬ 
cludible  in  the  computation  of  the 
consolidated  basic  surtax  credit,  as  de¬ 
fined  in  26  CFR  (1939)  Part  24  (Regu¬ 
lations  129) .  or  in  the  computation  imder 
the  Internal  Revenue  Code  of  1939  of  the 
basic  surtax  credit  for  such  taxable  year, 
as  the  case  may  be. 

(21)  Rules  with  respect  to  net  operat¬ 
ing  losses  under  sections  381  and  382. 
(i)  If,  in  the  computation  of  the  con¬ 
solidated  net  operating  loss  carryover, 
there  is  included  an  amount  with  respect 
to  a  net  operating  loss  of  a  corporation, 
sustained  in  a  taxable  year  for  which  it 
filed  a  separate  return  or  for  which  such 
corporation  joined  in  a  consc^dated  re¬ 
turn  filed  for  another  affiliated  group, 
which  is  a  transferor  or  distributor  of 
assets  to  a  member  of  the  affiliated  group 
within  the  meaning  of  section  381  (a) ,  the 
amount  allowable  as  a  carryover  with 


respect  to  such  transferor  or  distrlbi^r 
shall  not  exceed  the  amount  of  the  tax¬ 
able  income  of  the  acquiring  corporation 
included  in  the  computation  of  the  con¬ 
solidated  taxable  income  for  the  taxable 
year,  adjusted  as  'prorided  in  subpara¬ 
graph  OXU)  of  this  paragraph.  The 
preceding  sentence  diall  not  apply  to  a 
carryover — 

(a)  To  taxable  years  beginning  after 
December  31,  1903,  attributable  to  a  net 
operating  loss  or  losses  sustained  by  a 
corporation  in  a  taxable  year  or  years 
beginning  before  January  1,  1964,  in 
which  such  corporation  was  (on  each 
day  of  any  such  year)  a  member  of  the 
affiliated  group,  or 

(5)  Attributable  to  a  taxable  year  be¬ 
ginning  after  December  31. 1963,  in  which 
the  corporation  sustaining  the  loss  was 
(on  ea^  day  of  such  year)  a  member 
of  the  affiliated  group,  luxivided  that  an 
election  imder  section  1562  (relating  to 
privilege  of  groups  to  elect  multiple  sur¬ 
tax  exemptions)  was  not  effective  for 
such  year. 

(ii)  If,  in  addition  to  the  amount  de¬ 
scribed  in  subdivision  (1)  of  this  sub- 
paragraph,  there  is  Included  an  amount 
with  respect  to  a  net  operating  loss  sus¬ 
tained  by  the  acquiring  corporation  in  a 
year  for  which  it  filed  separate  returns 
or  for  which  it  Joined  in  a  consolidated 
return  filed  by  another  affiliated  group, 
the  losses  sustained  by  both  the  acquir¬ 
ing  corporation  and  the  transferor  or 
distributor  corporation  which  may  be 
taken  into  account  as  a  net  operating 
loss  deduction  in  determining  the  con¬ 
solidated  taxable  income  may  not  exceed 
the  taxable  income  of  the  acquiring 
corporaticm  Included  in  the  computation 
of  the  consolidated  taxable  income  for 
the  taxable  year,  adjusted  as  provided  in 
subparagraph  (3)  (ii)  of  this  paragrai^ 
The  preceding  sentence  shall  not  apply 
to  a  carryover — 

(a)  To  taxable  years  beginning  after 
December  31,  1963,  attributable  to  a  net 
operating  Ion  or  losses  sustained  by  the 
acquiring  corporation  in  a  taxaUe  srear 
or  years  beidnning  before  January  1, 
1964,  in  which  such  corporation  was  ((m 
each  day  of  any  such  year)  a  member 
of  the  affiliated  group,  or 

(b)  Attributable  to  a  net  operating 
loss  sustained  by  the  acquiring  corpo¬ 
ration  in  a  taxable  year  b^inning  after 
December  31,  1963,  in  which  such  corpo¬ 
ration  was  (on  each  day  of  such  year) 
a  member  of  the  affiliated  group,  pro¬ 
vided  that  an  election  under  section  1562 
(relating  to  privilege  of  groups  to  elect 
multiple  surtax  exemptions)  was  not 
effective  for  such  year. 

(Hi)  For  purposes  of  subdivisions  (i) 
and  (ii)  of  this  subparagraph,  if  the 
transferor  or  cUstributor  corporation  was 
a  member  of  another  aflUiated  group 
which  filed  a  consolidated  return,  the 
amount  of  the  consolidated  net  operat¬ 
ing  loss  of  such  affiliated  group,  if  any, 
attributable  to  sudi  transferor  or  dis- 
tribukw,  shall  be  treated  as  the  net  oper¬ 
ating  loss  of  such  corporation  separately 
sustained. 

(tv)  In  any  ease  in  which  a  consol¬ 
idated  net  operating  loss  was  sustained 
by  an  affiliated  group  which  includes  a 
member  whose  net  operating  loss  is  sub- 
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Jeet  to  the  liaaitations  upon  net  operat¬ 
ing  losses  provided  by  section  362,  such 
section  shall  be  applicable  with  respect 
to  such  member  es  if  the  portion  of  such 
consolidated  net  (H?crating  loss  attribu¬ 
table  to  su^  corporation  were  a  net 
<H;>eratis>g  loss  of  such  corporation  sep¬ 
arately  sustained. 

122)  Rules  with  respect  to  capital  loss 
carryovers  under  section  361.  (1)  If  in 
the  computation  of  the  consolidated  net 
capital  loss  carryovers  for  a  tsucable  year 
there  is  Included  an  amount  with  re¬ 
spect  to  a  net  capital  loss  of  a  corpora¬ 
tion,  sustaii^  in  a  taxable  year  for 
which  It  filed  a  separate  return  or  for 
which  such  corporation  Joined  in  a  con¬ 
solidated  return  filed  by  another  affiliated 
group,  which  is  a  transferor  or  distribu¬ 
tor  of  property  to  a  member  of  the  af¬ 
filiated  group  within  the  meaning  of 
section  381  (a),  the  amount  allowable 
with  respect  to  siich  transferor  or  dis¬ 
tributor  shall  not  exceed  the  net  capital 
gains  of  the  suxiuiring  corporation  (de¬ 
termined  without  regard  to  any  net  cap¬ 
ital  loss  carryover)  included  in  the 
computation  of  the  consolidated  net  cap¬ 
ital  gain  for  the  taxable  year  increased 
with  respect  to  its  separate  gains  for 
invedunt^  conversions  and  from  sales 
or  exchanges  of  property  subject  to  the 
provisions  of  section  1231. 

(11)  If  there  is  included  under  para¬ 
graph  (a)  (11)  (U)  of  this  section  an 
amount  with  respect  to  net  capital 
losses  separately  sustained  by  such  ac- 
quhlng  corporation  In  years  for  which 
separate  returns  were  filed  or  for  which 
such  corporation  Joined  in  a  consoli¬ 
dated  return  filed  by  another  affiliated 
group,  the  Undtatlon  deeeribed  in  sub¬ 
division  (i)  of  this  subparagraph  shall 
be  applicable  with  respect  to  the  aggre¬ 
gate  of  such  losses  and  the  losses  of  its 
transferor  or  distributor  corporations. 

(ill)  For  purposes  of  subdlvialons  (1) 
and  (ii)  of  this  sulHMuragraph.  if  the 
transferor  or  distributor  corporation  was 
a  tnpmiwr  of  another  affiliated  group 
which  filed  a  consolidated  return,  the 
amoimt  of  the  consolidated  net  capital 
loss  of  such  affiliated  group.  If  any,  at¬ 
tributable  to  such  transferor  or  distrib¬ 
utor.  shall  be  treated  as  the  net  capital 
loss  of  such  corporation  separately 
sustained. 

(c)  Statements  and  schedules  for  sub¬ 
sidiaries.  The  statement  of  gross  in¬ 
come  and  deductions  and  the  several 
schedules  required  by  the  instructions 
on  the  return  must  be  prepared  and 
filed  by  the  common  pcu%nt  corporation 
in  coliunnar  form  so  that  the  details  of 
the  items  of  gross  Income,  deductions, 
and  credits,  for  each  member  of  the 
affiliated  group,  may  be  readily  audited. 
Such  statements  and  schedules  shall  isi- 
clude  in  coliunnar  form  a  reconciliation 
of  surplus  for  each  such  corporation, 
together  with  a  reconciliation  of  the 
consolidated  surplus.  Consolidated  bal- 
anee  sheets  as  of  the  beginning  and  close 
of  the  taxable  year  of  the  group,  taken 
from  the  books  of  the  members  of  the 
group,  shall  accompany  the  consoli¬ 
dated  return  prepared  in  a  form  similar 
to  that  required  for  reconciliation  of 
surplus.  If  any  member  of  the  affiliated 
fro\q>  computes  its  tax  under  section 
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541  in  the  manner  provided  in  paragraph 
(b)  (4>  ot  1  1.1562-30A.  a  perscuial  hold¬ 
ing  company  schedule  for  such  corpora¬ 
tion  shall  be  filed  with  the  consolidated 
return. 

<d)  Net  operating  loss  deduction,  ex¬ 
cess  charitable  contributions,  excess  sec¬ 
tion  175  deductions,  and  dtiddend  carry¬ 
over  before  or  after  consolidated  re¬ 
turn — (1)  Net  operating  loss  deduction. 
The  consolidated  net  operating  loss  of 
an  affiliated  group  shall  be  used  in  com¬ 
puting  the  eonsoUdated  net  operating 
loss  deduction  notwithstanding  that  one 
or  more  members  of  the  group  in  the 
taxable  year  in  which  such  loss  origi¬ 
nates  make  separate  returns  (or  Join 
in  a  consolidated  return  made  by  another 
aflUlated  group)  for  a  subsequent  tax¬ 
able  year  (or  in  the  case  of  a  carryback 
computation  for  a  preceding  taxable 
year),  but  only  to  the  extent  that  such 
consolidated  net  operating  loss  is  not  at¬ 
tributable  to  such  corporations.  Such 
portion  of  such  cmisoUdated  net  operat¬ 
ing  loss  as  is  attributaUe  to  the  several 
corporations  making  separate  returns 
(or  Joining  in  a  consolidated  return 
made  by  another  affiliated  group)  for 
a  subsequent  taxable  year  (or  in  the  case 
of  a  carryback  computation  for  a  pre¬ 
ceding  taxable  SFcar)  shall  be  used  by 
such  corporations  severally  as  carryovers 
or  as  carrybacks  in  such  separate  returns 
or  in  such  consolidated  returns  of  the 
other  aflUiated  group.  Any  net  operat¬ 
ing  loss  separately  sustained  by  a  cor¬ 
poration  prior  to  a  first  taxable  year  in 
respect  of  which  its  income  is  included 
in  the  eonsoUdated  return  of  the  group 
(or  sustained  in  either  of  the  two  tax¬ 
able  years  Immediately  fiUlowing  a  eon¬ 
soUdated  return  year  or  any  of  the  three 
taxable  years  so  following  if  sustained  in 
a  taxable  year  ending  after  December 
31, 196T)  shall  be  used  in  computing  the 
net  operating  loes  deduction  of  such  cor¬ 
poration  (or  the  consolidated  net  operat¬ 
ing  loss  deduction  of  another  affiliated 
group  of  which  it  becomes  a  member) 
for  a  subsequent  taxable  year  for  which 
it  makes  a  separate  return  or  Joins  in  a 
eonsoUdated  return  of  another  group, 
but  (mly  to  the  extent  that  such  net  op¬ 
erating  loss  was  not  absorbed  (either  as 
a  carryover  or  as  a  carryback)  in  the 
computation  of  the  consolidated  net  op¬ 
erating  loss  deduction  for  eonsoUdated 
return  poiods. 

(2)  Excess  eharitable  contributions. 
The  excess  ot  the  eonsoUdated  charitaUc 
contributions  over  the  S-percent  limita¬ 
tion  of  paragraph  (aXlXiXc)  of  this 
section  shall  be  used  in  computing 
the  consolidated  charitable  contribution 
carryover  notwithstanding  that  one  or 
more  members  of  the  group  in  the  tax- 
aUe  year  in  which  such  carryover 
originates  make  separate  returns  (or 
Join  in  a  consolidated  return  made  by 
another  affiliated  group)  for  a  sub¬ 
sequent  taxable  year,  but  only  to  the  ex¬ 
tent  that  such  excess  eharitable  contri¬ 
bution  is  not  attrlbtttatde  to  such 
corporations.  8udi  portion  of  such 
excess  diarltable  contributions  as  is 
attributable  to  the  several  corporations 
separate  retttfns  (or  Joining  In 
a  consolidated  return  made  W  another 
affiliated  group)  for  a  subsequent  tax- 
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able  year  shall  be  used  by  such  corpo¬ 
rations  severally  as  carryovers  In  such 
separate  returns  or  in  such  consolidated 
returns  of  the  other  affiliated  group. 
Any  excess  of  charitable  contributions  of 
a  corporation  for  the  year  prior  to  a  first 
taxable  year  in  respect  of  which  its  in¬ 
come  is  Included  in  the  consolidated 
return  of  the  group  shall  be  used  in  com¬ 
puting  the  charitable  contribution  de¬ 
duction  of  such  corporation  (or  the 
consolidated  charitable  contribution  de¬ 
duction  of  another  affiliated  group  of 
which  it  becomes  a  member)  for  a  sub¬ 
sequent  taxable  year  for  which  it  makes 
a  separate  return  or  Joins  in  a  con¬ 
solidated  return  of  another  group,. but 
only  to  the  extent  that  such  excess 
charitable  contribution  was  not  absorbed 
as  a  carryover  in  the  consolidated  chari¬ 
table  contribution  deduction  for  con¬ 
solidated  return  periods.  In  applying 
this  paragraph,  the  excess  of  the  con¬ 
solidated  charitable  contributions  over 
the  5-percent  limitation  shall  be  reduced 
by  the  increase  in  a  consolidated  or 
separate  net  operating  loss  carryover  re¬ 
sulting  from  such  excess. 

(3)  Excess  section  175  deductions. 
The  excess  of  the  deductions  under  sec¬ 
tion  175  over  the  limitation  of  25  per¬ 
cent  provided  in  paragraph  (a)  (1)  (i)  (/) 
of  this  section  shall  be  used  in  comput¬ 
ing  the  consolidated  section  175  carry¬ 
over  notwithstanding  that  one  or  more 
members  of  the  group  in  the  taxable  year 
in  which  such  carryover  originates  make 
separate  returns  (or  Join  in  a  consoli¬ 
dated  return  made  by  another  affiliated 
group)  for  a  subsequent  taxable  year,  but 
only  to  the  extent  that  such  excess  sec¬ 
tion  175  deduction  is  not  attributable  to 
such  corporations.  Such  portion  of  such 
excess  section  175  deductions  as  is 
attributable  to  the  several  corporations 
making  separate  returns  (or  Joining  in 
a  consolidated  return  made  by  another 
affiliated  group)  for  a  subsequent  tax¬ 
able  year  shall  be  used  by  such  corpo¬ 
rations  severally  as  carryovers  in  such 
separate  returns  or  in  such  consolidated 
returns  of  the  other  affiliated  group. 
Any  excess  of  section  175  deductions  of 
a  corporation  for  a  year  prior  to  a  first 
taxable  year  in  respect  of  which  its  in¬ 
come  is  included  in  the  consolidated 
return  of  the  group  shall  be  used  in 
computing  the  section  175  deduction  of 
such  corporation  (or  the  consolidated 
section  175  deduction  of  another 
affiliated  group  of  which  it  becomes  a 
member)  for  a  subsequent  taxable  year 
for  which  it  makes  a  separate  return  or 
Joins  in  a  consolidated  return  of  another 
group,  but  only  to  the  extent  that  such 
excess  section  175  deduction  was  not 
absorbed  as  a  carryover  in  the  computa¬ 
tion  of  a  consolidated  section  175  de¬ 
duction  for  consolidated  return  periods. 

(4)  Unused  consolidated  divULend  car¬ 
ryover.  The  unused  consolidated  divi¬ 
dend  carryover  shall  be  used  in  comput¬ 
ing  the  consolidated  dividend  carryover 
notwithstanding  that  one  or  more  mem¬ 
bers  of  the  group  in  the  taxable  year  in 
which  such  carryover  originates  make 
separate  returns  (or  Join  in  a  consoli¬ 
dated  return  made  by  another  affiliated 
group)  for  a  subsequent  taxable  year, 
but  only  to  the  extent  that  such  xmused 
consolidated  dividend  carryover  is  not 
attributable  to  such  corporations.  Such 


portion  of  such  imxised  consolidated  divi¬ 
dend  carryover  as  is  attributable  to  the 
several  corporations  making  separate  re- 
tiums  or  computing  their  tax  liability 
under  section  541  pursuant  to  the  last 
sentence  of  paragraph  (b)  (4)  of  §  1.1502- 
30A  (or  Joining  in  a  consolidated  return 
made  by  another  affiliated  group)  for  a 
subsequent  taxable  year  shall  be  used  by 
such  corporations  severally  as  carryovers 
in  such  separate  returns,  in  such  separate 
computations  under  section  541,  or  in 
such  consolidated  returns  of  the  other 
affiliated  group.  Any  uniised  dividend 
carryover  of  a  corporation  separately 
produced  for  a  year  prior  to  a  taxable 
year  in  respect  of  which  its  tax  liability 
imder  section  541  is  computed  upon 
the  consolidated  undistributed  personal 
holding  company  income  shall  be  used 
in  computing  the  dividend  carryover  of 
such  corporation  (or  the  consolidated 
dividend  carryover  of  another  affiliated 
group  of  which  it  becomes  a  member) 
for  a  subsequent  taxable  year  for  which 
it  makes  a  separate  return  or  Joins  in 
a  consolidated  return  of  another  group, 
but  only  to  the  extent  that  such  unused 
dividend  carryover  was  not  absorbed  in 
the  computation  of  the  consolidated  sec¬ 
tion  561  dividends  paid  deduction  for 
the  intervening  consolidated  return 
period. 

(e)  Taxable  year  of  less  than  12 
months.  Any  period  of  less  than  12 
months  tor  which  either  a  separate  re- 
ttum  or  a  consolidated  return  is  filed 
under  the  provisions  of  9  1.1502-13A  shall 
be  considered  as  a  taxable  year. 

§  1.1502— 32 A  Method  of  computal  ion  of 
inrome  for  period  of  less  than  12 
months. 

If  a  corporation,  during  the  taxable 
year  of  the  group,  becomes  a  member  or 
ceases  to  be  a  member  of  an  affiliated 
group  which  makes  or  is  required  to 
make  a  consolidated  return  for  such 
year,  the  income  of  such  corporation  to 
be  included  in  the  consolidated  return 
shall  be  computed  on  the  basis  of  its 
income  as  shown  by  its  books  if  the  ac¬ 
counts  are  so  kept  that  the  income  for 
the  period  during  which  it  is  a  member 
of  the  group  can  be  clearly  and  accu¬ 
rately  determined.  If  the  accoimts  are 
not  so  kept,  the  income  to  be  included  in 
the  consolidated  return  shall  be  com¬ 
puted  on  the  basis  of  that  proportion  of 
its  income  (subject  to  the  elimination  of 
items  exempt  from  the  taxation  and  the 
addition  of  items  not  allowable  as  deduc¬ 
tions)  for  the  full  period  covered  by  its 
books  which  the  number  of  days  for 
which  its  income  is  included  in  the  con¬ 
solidated  return  bears  to  the  number  of 
days  in  the  full  period  covered  by  its 
books;  but,  in  the  discretion  of  the  Com¬ 
missioner,  there  may  be  eliminated  be¬ 
fore  the  proration  is  made  items  of 
income  or  deduction  clearly  and  accu¬ 
rately  determined  to  be  attributable  to 
particular  periods,  and,  after  the  pro- 
ration  is  made,  such  eliminated  items 
will  be  added  to  (if  items  of  income)  or 
deducted  from  (if  deductible  items)  the 
Income  determined  by  proration  for  the 
period  to  which  such  items  are  appli¬ 
cable. 


§  1.1502— 33A  Cain  or  loss  from  Rale  of 
slock,  or  bonds  or  other  obligations. 

Gain  or  loss  from  the  sale  or  other 
disposition  (whether  or  not  during  a  con¬ 
solidated  return  period),  by  a  corpora¬ 
tion  which  during  any  period  of  time  has 
been  a  member  of  an  affiliated  group 
which  makes  or  is  required  to  make  a 
consolidated  return,  of  any  share  of 
stock  or  any  bond  or  other  obligation  is¬ 
sued  or  incurred  by  another  corporation 
which  during  any  part  of  such  peri(xl 
was  a  member  of  the  same  group,  shall 
be  determined,  and  the  extent  to  which 
such  gain  or  loss  shaU  be  recognized  and 
shall  be  taken  mto  account  shall  also  be 
determined,  in  the  same  manner,  to  the 
same  extent,  and  upon  the  same  condi¬ 
tions  as  though  such  corporations  had 
never  been  affiliated  except — 

(a)  In  the  case  of  a  disposition  (by 
sale,  or  in  complete  or  partial  liquidation 
not  involving  cash  in  an  amount  in  ex¬ 
cess  of  the  adjusted  basis  of  both  the 
stock  and  the  bonds  and  other  indebted¬ 
ness  liquidated,  or  otherwise)  during  a 
consolidated  return  period  to  another 
member  of  the  group  (99  1.1502-31A  and 
1.1502-37A) ; 

(b)  That  the  basis  for  determining 
the  gain  or  loss,  in  the  case  of  shares  of 
stock,  or  in  the  case  of  bonds  or  other 
obligations,  held  during  any  part  of  a 
consolidated  retium  period,  shall  be  de¬ 
termined  in  accordance  with  99  1.1502- 
34A  and  1.1502-35A;  and 

(c)  As  provided  in  9  1.1502-36A  (im¬ 
posing  certain  limitations  upon  losses 
otherwise  allowable  upon  sales  of  stock, 
or  bonds  or  other  obligations) . 

§  1.1502— 34A  Sale  of  Mork;  baoii*  for 
determining  gain  or  load. 

(a)  Scope  0/ section.  This  section  pre¬ 
scribes  the  basis  for  determining  the  gain 
or  loss  upon  any  sale -or  other  disposition 
(hereinafter  referred  to  as  “sale”)  by  a 
corporation  which  is  (or  has  been)  a 
member  of  an  affiliated  group  which 
makes  (or  has  made)  a  consolidated  re¬ 
turn  for  any  taxable  year,  of  any  share 
of  stock  issued  by  another  member  of 
such  group  (whether  issued  before  or 
during  the  period  that  it  was  a  member 
of  the  group  and  whether  issued  before, 
during,  or  after  the  taxable  year  1929), 
and  held  by  the  selling  corporation  dur¬ 
ing  any  part  of  a  period  for  which  a 
consolidated  return  is  made  or  required 
under  the  regulations  under  section  1502. 
For  the  basis  in  the  case  of  a  sale  of 
bonds,  see  9  1.1502-35A. 

(b)  Sales  made  while  selling  corpora¬ 
tion  is  member  of  affiliated  group.  If 
the  sale  is  made  within  a  period  during 
which  the  selling  corporation  is  a  mem¬ 
ber  of  the  affiliated  group,  whether  or 
not  during  a  consolidated  return  period, 
and  whether  or  not,  as  a  result  of  such 
sale,  the  issuing  corporation  ceases  to  be 
a  member  of  the  group,  the  basis  shall 
be  determined  as  follows: 

(1)  The  aggregate  bases  of  all  shares 
of  stock  of  the  issuing  corporation  held 
by  each  member  of  the  affiliated  group 
(exclusive  of  the  Issuing  corporation) 
Immediately  prior  to  the  sale,  shall  be 
determined  separately  for  each  member 
of  the  group,  and  adjusted  in  accordance 
with  the  other  provisions  of  subtitle  A 
of  the  Code,  but  without  regard  to  any 
adjustment  under  the  last  sentence  of 
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section  1061  relatinc  to  losses  of  the 
jiMtiiiny  oorporatk»  sustained  br  such 
corporation  after  it  became  a  member  of 
the  group. 

(2)  From  the  combined  aggregate 
bases  as  determined  in  subparagraph 
(1)  of  this  paragrairii.  there  shall  be 
deducted  the  sum  of— 

(I)  All  losses  of  such  issuing  corpora¬ 
tion  sustained  during  taxable  years  for 
which  consolidated  Income  tax  returns 
were  made  or  were  required  (whether 
the  taxable  srear  1929  or  any  prior  or  sub¬ 
sequent  taxable  year)  sdter  such  corpo¬ 
ration  became  a  member  of  the  affiliated 
group  and  prior  to  the  sale  of  the  stock 
to  the  extent  that  such  losses  could  not 
have  been  availed  of  by  such  corpora¬ 
tion  as  net  loss  or  net  operating  loss  in 
computing  its  net  income  or  taxable  in¬ 
come.  as  the  case  may  be.  for  such  tax¬ 
able  years  if  it  had  made  a  separate 
return  for  each  of  such  years. 

(II)  With  respect  to  each  of  such  tax¬ 
able  years  for  which  consolidated  re¬ 
turns  were  made  or  were  required  both 
for  Income  and  for  excess  profits  tax  pur¬ 
poses.  the  excess,  if  any,  of  all  losses  of 
such  issuing  corporation  for  such  year, 
properly  adjusted  in  the  computation  of 
consolidated  excess  profits  net  income 
over  the  amount  of  such  losses  for  such 
year  computed  under  subdivision  (i)  of 
this  subparagraph  to  the  extent  that 
such  excess  could  not  have  been  availed 
of  by  siich  corporation  m  a  net  operating 
loss  in  computing  its  excess  profits  net 
Income  for  such  taxable  years  if  it  had 
made  a  separate  return  for  each  of  such 
years,  and 

(ill)  With  respect  to  each  of  such  tax¬ 
able  years  for  which  consolidated  returns 
were  made  or  were  required  for  excess 
profits  tax  purposes  o^y,  an  losses  of 
such  issuing  corporation  for  such  year, 
properly  adjusted  in  the  computation  of 
consolidated  excess  profits  net  income, 
to  the  extent  that  such  losses  could  not 
have  been  availed  of  by  such  corporation 
as  a  net  operating  loss  in  computing  its 
excess  profits  net  income  for  such  tax¬ 
able  years  if  it  had  made  a  separate 
excess  profits  tax  return  for  each  of  such 
years, 

reduced  by  any  losses  of  the  Issuing  cor¬ 
poration  apportioned  under  this  section 
to  its  stock  sold  or  otherwise  disposed  of 
in  a  prior  transaction,  disregarding  any 
transaction  between  members  of  the 
affiliated  group  during  a  consolidated  in¬ 
come  or  excess  profits  tax  return  period 
which  did  not  constitute  a  partial  liqui¬ 
dation  of  the  issuing  corporation.  For 
any  taxable  year  in  which  the  group  sus¬ 
tained  a  consolidated  loss  not  availed  of 
in  prior  or  subsequent  years  as  a  deduc¬ 
tion  under  net  loss  or  net  operating  loos 
provisions,  the  amount  deducted  \inder 
this  subparagraph  shall  be  further  re¬ 
duced  by  an  amount  equal  to  that  pro¬ 
portion  of  such  consolidated  loss  which 
the  loss  of  the  issuing  corporation  for 
the  year  in  which  such  loss  was  sustained 
bears  to  the  aggregate  losses  of  the  mem¬ 
bers  of  the  group  for  such  year. 

(3)  The  sum  of  the  aggregate  ba.ses 
of  all  shares  of  stock,  after  making  the 
deduction  under  subparagraph  (2)  of 
this  paragraph,  shall  then  be  appor¬ 
tioned  among  the  members  of  the  tdflli- 
ated  group  which  hold  stock  of  the 
iimntng  corporation,  by  allocating  to  each 


such  member  that  proportion  of  the  sum 
of  the  aggregate  bases  so  reduced  whkA 
the  aggregate  basts  of  the  stock  in  the 
ISBiiing  eorporatloo  held  by  such  member 
bears  to  the  sum  of  the  aggregate  bases. 

<4)  The  aggregate  basis  as  deter¬ 
mined  under  sulvaragraph  (3)  of  this 
paragraph  for  each  member  of  the 
affiliated  grroup  shall  then  be  equitably 
apporttoned  among  the  several  classes 
of  stock  of  the  Issuing  corporatton  held 
by  sudi  member  according  to  the  cir¬ 
cumstances  of  the  ease— ordkiarily  by 
allocating  to  each  class  of  such  stock 
that  proportion  of  the  aggregate  basis 
which  the  basis  of  each  class  of  such 
stock  held  by  it  at  the  time  of  the  sale 
is  to  the  sum  of  the  bases  of  the  several 
classes  of  such  stock  held  by  it. 

(5)  The  basis  of  each  share  of  stodc 
of  each  held  by  a  member  of  the 
afWMmtod  group  shall  then  be  deter¬ 
mined  by  dividing  the  basis  apportioned 
to  such  class  under  subparagraph  (4)  of 
paragraph  by  the  total  number  of 
shares  of  such  clsiss  held  by  it. 

(e)  Sales  after  seJling  corporation  has 
ceased  to  be  member  of  affUiated  group. 

If  the  sale  is  uiade  after  the  selling  cor¬ 
poration  has  ceased  to  be  a  member  of 
the  affiliated  group,  such  basis  shall  be 
determined  in  accordance  with  para¬ 
graph  (b)  of  this  section,  except  that— 

(1)  The  aggregate  basis  (under  para¬ 
graph  (b)  (1)  of  this  secUon)  shall  be 
determined  for  all  shares  of  the  issuing 
corp<xration  held  by  each  member  of  the 
group  immediately  prior  to  the  time  the 
srtung  corporation  ceased  to  be  a  mem¬ 
ber  of  the  group  (rather  than  immedi¬ 
ately  prior  to  the  sale) ; 

(2)  The  reduction  (under  paragraph 
(b)  (2)  of  this  section)  with  respect  to 
losses  apportioned  to  stock  sold  or  other¬ 
wise  disposed  of  in  prior  transactions 
Shan  be  determined  without  regard  to 
the  transaction  which  terminated  the 
affiliation  and  all  subsequent  trans¬ 
actions; 

(3)  The  allocation  (under  paragraph 
(b)  (S>  of  this  section)  shall  be  made 
to  each  member  of  the  group  which  held 
stock  of  ^e  issuing  corporation  immedi¬ 
ately  prior  to  the  time  the  selling  cor¬ 
poration  ceased  to  be  a  member  of  the 
group  (rather  than  to  the  members  hold¬ 
ing  such  stock  at  the  time  of  the  sale) ; 
and 

(4)  The  basis  of  each  share  of  stodc 
held  by  the  selling  corporation  (deter¬ 
mined,  as  above,  as  of  Uw  time  the  sell¬ 
ing  corporation  ceased  to  be  a  member 
of  the  group)  shall  then  be  adjusted  in 
accordance  with  the  other  provisions  of 
subtitle  A  of  the  Code  in  order  to  deter¬ 
mine  the  basis  at  the  time  of  the  sale. 

(d)  Definition  of  ‘•loss",  "cousoUdated 
loss",  "net  loss",  or  "net  operating  lossT, 
and  "consolidated  excess  profits  net  in¬ 
come".  As  used  in  this  section  the  term 
‘'loss’*  means  either  the  excess  over  the 
gross  income  of  the  issuing  corporation 
of  the  sum  of  its  allowable  deductions 
(not  including  any  net  loss  or  net  oper¬ 
ating  loss  deduction)  allowable  in  com¬ 
puting  consolidated  taxable  ine<xne  or 
the  excess  over  the  gross  income  of  the 
inuing  corporation  of  the  sum  of  its 
allowable  deductions  (not  Including  any 
net  loss  or  net  operating  loss  deduction) , 
plus  the  proportionate  part  properly  at¬ 
tributable  to  such  corporation  of  the 
credits  relating  to  interest  on  certain 


Government  obUgatioiis  and  dividends 
received  allowable  in  computing  consoli¬ 
dated  Bonnal  tax  net  inoome,  the  con¬ 
solidated  special  class  net  income  or 
eonsdldatcd  net  tneome  sid>Ject  to  tax 
determined  m  accordance  with  the  In¬ 
ternal  Revenue  Code  of  1939  and  provl- 
slo  V  e$  eoswoUdated  returns  regulations 
applicable  to  the  period.  The  term 
“consolidated  loss”  means  the  excess 
of  the  of  the  losses,  separately  com¬ 
puted,  over  the  sum  of  the  normal  tax 
net  income,  the  special  class  net  income, 
the  net  income  subject  to  tax  or  the  tax¬ 
able  income  determined  in  accordance 
with  the  provisions  of  subtitle  A  of  the 
Internal  Revraue  Code  of  1954.  or  the 
Internal  Revenue  Code  of  1939,  or  the 
Revenue  Act.  and  pursuant  to  the  pro¬ 
visions  of  consolidated  returns  regula¬ 
tions  appll<mble  to  the  pertod;  the  term 
"net  loss”  or  "net  operating  loss”  means 
the  net  loss  or  net  operating  loss,  as  the 
case  may  be,  determined  in  ac<X)rdance 
with  the  provisions  of  subtitle  A  of  the 
Internal  Revenue  Code  of  1954,  or  the 
Internal  Revenue  C(xle  of  1939.  or  the 
Revenue  Act,  and  pursuant  to  the  pro¬ 
visions  of  consolidated  returns  regula¬ 
tions  applicable  to  the  period:  and  the 
term  "consolidated  excess  profits  net  in¬ 
come”  the  consolidated  excess 

profits  net  income  or  consolidated  sec¬ 
tion  433  (a)  excess  profits  net  income 
determined  in  accordance  with  the  pro¬ 
visions  of  the  Internal  Revenue  Code  of 
1939  or  the  Revenue  Act  and  pursuant 
to  the  provisions  of  consolidated  returns 
regulations  applicable  to  the  period. 

g  1.1502-aSA  Sale  of  botide  ar  ether  eb- 
ligalMM;  bMia  far  dctcrMnmg  gaia 
or  loM. 

m  the  case  of  a  sale  or  other  dlsposl- 
ti(m  by  a  corporation,  which  is  (or  has 
been)  a  member  of  an  affiliated  group 
which  makes  (or  has  made)  a  consoli¬ 
dated  Income  tax  or  excess  profits  tax 
return  for  any  taxable  year,  of  bonds 
or  other  obligations  issued  or  inctirred 
by  another  member  of  such  group 
(whether  or  not  issued  or  Incurred  while 
it  was  a  member  of  the  group  and 
whether  issued  or  incurred  before,  dur- 
tne.  or  after  the  taxable  year  1929)  and 
held  by  the  sdling  corporation  during 
gny  part  of  a  period  for  which  a  con- 
iouditted  return  Is  made  or  required 
under  the  regulations  under  section  1503. 
the  basis  of  each  bond  or  obligation,  lor 
determining  the  gain  or  loss  upon  such 
sale  or  other  disposition,  determined  in 
accordance  with  the  othor  provisions  of 
subtitle  A  of  the  Code,  but  without  regard 
to  any  adjustment  under  the  last  sen¬ 
tence  of  section  1061,  shall  be  decreased 
(except  as  otherwise  provided  in  this  sec¬ 
tion)  by  the  excess.  U  any,  of  the  aggre¬ 
gate  at  the  dednetlaos  computed  under 
paragraph  (b)  (3)  or  (e)  of  1  1.1503-S4A 
over  the  sum  of  the  aggregate  bases  of 
the  stock  of  the  debtor  corporation  as 
computed  under  paragraph  (b)  (1)  or  (c) 
of  i  1.1503-34A  as  the  case  may  be.  held 
by  the  members  of  the  group.  The 
adjustment  with  respect  to  so  much  of 
such  deductions  as  is  based  upon  losses 
sustained  during  the  toxable  year  1929 
and  subsequent  taxable  years  for  which 
the  last  day  prescribed  by  law  for  the 
fiitTiy  of  the  rettim  fell  on  or  before 
March  1.  1945  (the  date  on  which 
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Treasury  Decision  5441  wu  filed  with 
the  Division  of  the  Federal  Register), 
and  availed  of  on  consolidated  returns 
filed  for  such  years  shall  be  made  only 
in  those  cases  in  which  the  sales  or 
other  disposition  of  such  bonds  or  other 
obligations  resulted  in  a  loss.  Bee  also 
S  1.1502-40A  relating  to  disallowance  of 
loss  upon  intercompany  bad  debts. 

§  1.1502-36A  Limitation  on  allowable 
loases  on  sale  of  stock,  or  bonds,  or 
other  obligations. 

(a)  General  rule.  No  loss  shall  be 
allowed  under  §S  1.1502-33A,  1.1502-34A, 
or  1.1502-35A  upon  the  sale  or  other  dis¬ 
position  of  stock  or  bonds  or  obligations 
to  the  extent  that  such  loss  is  attrib¬ 
utable  to — 

(1)  Transfers  of  assets  within  the  affil¬ 
iated  group  (by  sale,  gift,  or  otherwise) 
without  consideration  or  at  markedly 
fictitious  values,  during  the  period  in 
which  the  corporations  were  affiliated 
(whether  or  not  a  consolidated  return 
was  made),  or 

(2)  A  distribution  during  a  period  in 
which  the  corporations  were  affiliated  of 
earnings  or  profits  accumulated  prior 
to  the  date  upon  which  the  distributing 
corporation  became  a  member  of  the 
group. 

(b)  Qualification  of  general  rule. 
Paragraph  (a)  of  this  section  shall  not 
be  considered  as  in  any  way  limiting  the 
operation  of  the  provisions  of  subtitle  A 
of  the  Code  relating  to  the  basis  for  de¬ 
termining  gain  or  loss  upon  the  sale  or 
other  disposition  of  property,  but  as 
being  in  amplification  of  and  not  in  sub¬ 
stitution  for  such  provisions;  subject, 
however,  to  this  qualification:  that  to 
the  extent  that  the  transfers  of  assets 
referred  to  in  paragraph  (a)  of  this  sec¬ 
tion  are  taken  into  account  under  the 
terms  of  subtitle  A  in  making  adjust¬ 
ments  in  the  basis,  such  transfers  will 
not  be  taken  into  account,  in  denying 
losses  under  paragraph  (a)  of  this 
section. 

§  1,1502—37.4  Liquidation*.;  rerognilion 
of  gain  or  loss. 

(a)  During  consolidated  return  period. 

(1)  Gain  or  loss  shall  not  be  recognized 
upon  a  distribution  during  a  consolidated 
return  period,  by  a  member  of  an  affili¬ 
ated  group  to  another  member  of  such 
group,  in  cancellation  or  redemption  of 
all  or  any  portion  of  its  stock,  except — 

(1)  Where  such  distribution  is  in  com¬ 
plete  liquidation  and  redemption  of  all  of 
its  stock  (whether  in  one  distribution  or 
a  series)  and  of  its  bonds  and  other  in¬ 
debtedness,  if  any,  and  falls  without  the 
provisions  of  section  332,  and  is  the  result 
of  a  bona  fide  termination  of  the  business 
and  operations  of  such  member  of  the 
group,  in  which  case  the  adjustments 
specified  in  §§  1.1502-34A  and  1.1502-SSA 
shall  be  made,  and  §  1.1502-36A  shall  be 
applicable; 

(ii)  Where  such  a  distribution  without 
the  provisions  of  section  332  is  one  made 
in  cash  in  an  amount  in  excess  of  the 
adjusted  basis  of  the  stock,  and  bonds 
and  other  Indebtedness,  in  which  case 
gain  shall  be  recognized  to  the  extent  of 
such  excess;  or 

(ill)  Where  the  basis  of  the  property 
distributed  in  the  hsmds  of  the  distribu¬ 
tee  is  determined  by  reference  to  section 
334(b)(2),  in  which  case  gain  shall  be 


recognized  as  provided  in  section  1245(a) 

(1). 

(2)  When  the  business  and  operations 
of  the  liquidated  member  of  the  affiliated 
group  are  continued  by  another  member 
of  the  group,  it  shall  not  be  considered  a 
bona  fide  termination  of  the  business  and 
operations  of  the  liquidated  member. 
With  respect  to  the  acquisition  of  its 
bonds  by  the  issuing  company,  see 
paragraph  (b)  of  §  1.1502-41A. 

(3)  For  the  purpose  of  determining 
whether  an  affiliated  corporation  re¬ 
ceiving  property  in  a  liquidating  distribu¬ 
tion  qualifies  under  the  provisions  of 
section  332(b)(1),  the  aggregate 
amount  of  the  stock  of  the  liquidated 
corporation  owned  by  the  several  mem¬ 
bers  of  the  affiliated  group  on  the  date 
of  the  adoption  of  the  plan  of  liquidation 
and  at  all  times,  subsequent  thereto  and 
prior  to  the  receipt  of  the  property  in 
liquidation  shall  be  considered  as  owned 
by  the  distributee. 

(b)  After  consolidated  return  period. 
In  case  any  such  distribution  is  made 
after  a  consolidated  return  period, 
whether  in  complete  or  partial  liquida¬ 
tion,  except  a  complete  liquidation 
within  the  provisions  of  section  332  (b) , 
with  respect  to  stock  and  with  respect 
to  bonds,  debentures,  notes,  certificates, 
and  other  indebtedness  of  the  liquidated 
corporation  acquired  prior  to  or  during 
any  taxable  year  subs^uent  to  1928  for 
which  a  consolidated  Income  or  excess 
profits  tax  return  was  filed,  the  ad¬ 
justments  specified  in  S9  1.1502-34A  and 
1.1502-35A  shall  be  made,  and  S  1.1502- 
36A  will  be  applicable. 

§  1.1502—38.4  Battisof  property. 

(a)  General  rule.  Subject  to  the  pro¬ 
visions  of  paragraphs  (b)  and  (c)  of  this 
section  and  except  as  otherwise  provided 
in  S:  1.1502-34A,  1.1502-35A,  and  1.1502- 
39A,  the  basis  during  a  consolidated  re¬ 
turn  period  for  determining  the  gain  or 
loss  from  the  sale  or  other  disposition  of 
property,  or  upon  which  exhaustion, 
wear  and  tear,  obsolescence,  amortiza¬ 
tion.  and  depletion  are  to  be  allowed, 
shall  be  determined  and  adjusted  in  the 
same  manner  as  if  the  corporations  were 
not  affiliated,  whether  such  property  was 
acquired  before  or  during  a  consolidated 
return  period.  Except  as  otherwise  pro¬ 
vided  in  S1.1502-39A,  such  basis  immedi¬ 
ately  after  a  consolidated  return  period 
(whether  the  affiliation  has  been  broken 
or  whether  the  privilege  of  making  a 
consolidated  return  is  not  exercised) 
shall  be  the  same  as  immediately  prior 
to  the  close  of  such  period. 

(b)  Intercompany  transactions.  The 
basis  prescribed  in  paragraph  (a)  of  this 
section  shall  not  be  affected  by  reason 
of  a  transfer  during  a  consolidated  re¬ 
turn  period,  other  than  upon  liquidation 
as  provided  in  paragraph  (c)  of  this 
section  (whether  by  sale,  gift,  dividend, 
or  otherwise)  from  a  member  of  the 
affiliated  group  to  another  member  of 
such  group. 

(c)  Basis  after  liquidation.  (1)  Where 
property  is  acquired  upon  a  distribution 
described  in  paragraph  (a)  of  9  1.1502- 
37A  in  which  gain  or  loss  is  recognized  to 
the  distributee,  the  basis  of  such  property 
shall  be  its  fair  market  value  at  date  of 
acquisition. 


(2)  Where  property  is  acquired  upon 
a  liquidation  to  which  section  332  is  ap¬ 
plicable  and  if  the  first  distribution  in 
pursuance  of  the  plan  of  liquidation  oc¬ 
curs  on  or  after  June  22. 1954 — 

(i)  Unless  subdivision  (ii)  of  this  sub- 
paragraph  is  applicable,  the  basis  of  such 
property  shall  be  the  same  as  it  would  be 
in  the  hands  of  the  transferor; 

(ii)  If  the  basis  of  such  property  is  de¬ 
termined  by  reference  to  sectimi  334(b) 
(2) ,  such  section  (and,  if  applicable,  sec¬ 
tion  1245(c) )  shall  be  applicable  in  deter¬ 
mining  the  basis  of  property  received  on 
the  liquidation  (except  property  received 
by  the  liquidating  corporation  from  other 
mem^rs  of  the  affiliated  group  during  a 
consolidated  return  period)  and  to  any 
property  transferred  by  the  Uqiiidating 
corporation  to  other  members  of  the 
group  during  a  consolidated  return  pe¬ 
riod  as  if  such  property  had  not  been 
transferred  and  was  received  in  such 
liquidation.  In  addition,  proper  adjust¬ 
ment  shall  be  made  with  respect  to  the 
effect  of  any  other  transactions  between 
members  of  the  group  during  a  consoli¬ 
dated  return  period  which  creates  a  dis¬ 
tortion  of  income  or  a  substantial  varia¬ 
tion  in  basis  of  property  from  the  basis 
such  property  would  have  had  if  there 
had  been  no  such  transactions. 

(3)  Where  property  is  acquired  upon  a 
distribution  (not  a  complete  liquidation 
within  the  provisions  of  section  332  (b) ) 
in  whliffi  gain  or  loss  to  the  distributee 
is  not  recognized  as  provided  in  para¬ 
graph  (a)  of  9  1.1502-37A  the  basis  of 
such  property  shall  be  the  same  as  the 
basis  of  the  stock  and  the  bonds  and 
other  obligations  exchanged  therefor, 
adjusted  for — 

(i)  The  transfer  of  assets  within  the 
affiliated  group  by  the  distributing  cor¬ 
poration  (by  sale,  gift,  or  otherwise) 
without  consideration  or  at  markedly 
fictitious  values,  during  the  period  for 
which  the  corporations  were  affiliated 
(whether  or  not  a  consolidated  return 
was  made) ; 

(ii)  Distributions  during  a  period  in 
which  the  corporations  were  al^ated  of 
earnings  or  profits  accumulated  prior  to 
the  date  upon  which  the  distributing 
corporation  became  a  member  of  the 
group;  and 

(ill)  Cash  received  in  the  distribution. 

(4)  Where  property  was  acquired 
upon  a  distribution  in  which  gain  or  loss 
to  the  distributee  was  recognized  pur¬ 
suant  to  the  provisions  of  section  333  (a) 
or  the  corresponding  provisions  of  the 
Internal  Revenue  Code  of  1939  or  the 
Revenue  Act  of  1938,  the  basis  of  such 
property  shall  be  the  same  as  the  basis 
of  the  stock  exchanged  therefor,  ad¬ 
justed  for — 

(i)  The  transfer  of  assets  within  the 
affiliated  group  by  the  distributing  cor¬ 
poration  (by  sale,  gift,  or  otherwise) 
without  consideration  or  at  markedly 
fictitious  values,  during  the  period  for 
which  the  corporations  were  affiliated 
(whether  or  not  a  consolidated  return 
was  made) ; 

(ii)  Distribution  during  a  consolidated 
return  period  of  earnings  or  profits  ac¬ 
cumulated  prior  to  the  date  upon  which 
the  distributing  corporation  became  a 
member  of  the  group; 

(iii)  Cash  received  in  the  distribution: 
and 
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(It)  The  amount  of  gain  recoffnixed  to 
the  distributee  in  the  liquidation. 

(d)  Basis  not  affected  by  acquisition 
or  sale  of  stock.  Neither  the  acquisition 
of  stock  of  a  corporation  nor  Its  sale  or 
other  disposition  shall  affect  the  basis 
of  the  property  of  such  corporation  for 
determine  gain  or  loss  or  upon  which 
exhaustion,  wear  and  tear,  obrolescence, 
amortization,  and  depletion  are  to  be 
allowed. 

§  1.1502-39A  Invrntorim. 

(a)  Consolidated  return  for  first  year 
of  affiliation.  If  the  income  of  an  afflli- 
ated  corporation  is  included  in  a  consoli¬ 
dated  return  for  the  period  immediately 
following  the  date  upon  which  such  cor¬ 
poration  became  a  member  of  the  afflU- 
ated  group,  the  value  of  its  opening  In¬ 
ventory  to  be  used  In  computing  the 
consolidated  taxable  income  shall  be  the 
proper  value  of  the  closing  Inventory 
used  In  computing  its  taxable  income  for 
the  preceding  taxable  year. 

(b)  Consolidated  return  after  separate 
return  by  affiliates.  If — 

(1)  A  corporation  which  Is  a  member 
of  the  affiliated  group  for  the  first  con¬ 
solidated  return  period  was  a  member 
of  the  group  in  the  preceding  taxable 
year,  or 

(2)  A  corporation  which  filed  a  sep¬ 
arate  return  for  its  previous  taxable  year 
was  not  a  member  of  the  affiliated  group 
within  the  meaning  of  section  141  of  the 
Internal  Revenue  Code  of  1939,  at  any 
time  during  the  last  taxable  year  of  the 
group  not  subject  to  section  1502,  but 
which  would  have  been  a  member  of  the 
group  during  such  period  If  section  1504 
had  been  applicable  and  is  a  member  of 
the  affiliated  group  filing  a  consolidated 
return  for  the  first  taxable  year  to  which 
section  1502  is  applicable, 

the  value  of  its  opening  Inventory  to  be 
used  in  computing  the  consolidated  tax¬ 
able  Income  for  the  first  consolidated  re¬ 
turn  period  shall  be  the  proper  value  of 
the  closing  Inventory  used  In  computing 
Its  taxable  Income  for  the  preceding  tax¬ 
able  year,  decreased  in  the  amount  of 
profits  or  increased  In  the  amoimt  of 
losses  reflected  In  such  Inventories  which 
arose  in  transactions  between  members 
of  the  affiliated  group  and  which  have 
not  been  realized  by  the  group  through 
final  transactions  with  persons  other 
than  members  of  the  group. 

(0)  Separate  returns  made  after  con¬ 
solidated  returns.  If  a  corporation 
which  was  a  member  of  an  affiliated 
group  in  a  consolidated  retmm  poiod 
makes  or  is  required  to  make  a  separate 
return  for  the  succeeding  taxable  year, 
the  value  of  its  opening  inventory  to  be 
used  in  computl^  its  taxable  income 
for  such  succeeding  taxable  year  shall 
be  the  proper  value  of  its  closing  inven¬ 
tory  used  in  computing  consolidated  tax¬ 
able  income  for  the  last  consolidated 
return  period  increased  in  the  amount 
of  profits  or  decreased  in  the  amoimt  of 
losses  eliminated  in  the  computation  of 
such  inventory  as  profits  or  losses  aris¬ 
ing  in  transactions  between  members 
of  the  affiliated  group,  but  m  an  amount 
not  exceeding,  in  the  case  of  profits, 
either  the  amount  of  profits  arising  from 
such  intercompany  transactions  re¬ 
flected  in  the  dosing  inventory  of  such 
corporation  for  such  succeeding  taxable 


year  or  the  amount  of  such  intercom¬ 
pany  profits  eliminated  from  its  opening 
inventory  for  its  first  consolidated  re¬ 
turn  period  pursuant  to  the  provisions 
of  paragraph  (b)  of  this  section,  and  not 
exceeding,  in  the  case  of  losses,  either  the 
amoimt  of  losses  arising  from  intercom¬ 
pany  transactions  reflected  in  the  dos¬ 
ing  inventory  for  such  corporation  for 
such  succeeding  taxable  year  or  the 
amount  of  such  intercompany  losses 
eliminated  from  its  opening  inventory 
for  its  first  consolidated  return  period 
pursuant  to  the  provisions  of  paragraph 
(b)  of  this  section. 

§  1.1 502-40A  Bad  drbis. 

(a)  Deduction  during  consolidated  re¬ 
turn  period.  No  deduction  shall  be  al¬ 
lowed  during  a  consolidated  return  pe¬ 
riod  to  any  member  of  the  affiliated  group 
on  account  of  worthlessness  in  whole  or 
in  part  of  any  obligation  (including  ac¬ 
counts  receivable,  bonds,  notes,  debts, 
and  claims  of  whatsoever  nature)  of  any 
other  corporation  which  was  a  member 
of  the  group  as  of  the  last  day  of  the  tax¬ 
able  year  or  which  was  llqddated  by  the 
group  during  such  year,  except  as  a  loss 
resulting  from  a  bona  fide  termination 
of  the  business  and  operations  of  such 
other  corporation,  whether  in  liquidation 
or  otherwise,  in  which  case  the  loss  shall 
be  computed  subject  to  the  adjustments 
specified  in  $  1.1501-35A  and  the  provi¬ 
sions  of  §  1.1 502-36 A  shall  be  applicable. 

(b)  Limitation  of  allowance  after  con¬ 
solidated  return  period.  With  respect  to 
obligations  (including  accounts  receiv¬ 
able)  of  a  member  of  an  affiliated  group 
acquired  in  any  way  by  another  member 
of  the  group  prior  to  or  during  any  tax¬ 
able  year  subsequent  to  1928  for  which  a 
consolidated  income  or  excess  profits  tax 
return  was  filed,  the  adjustments  pre¬ 
scribed  with  respect  to  the  allowance  of 
losses  upon  the  sale  of  bonds  shall  be 
applicable  to  the  allowance  of  any  bad 
debt  deduction  for  any  period  subsequent 
to  the  consolidated  return  period.  See 
S  1.1502-35A. 

§  1.1502— 41A  Sale  and  retirement  by 
corporation  of  its  bonds. 

(a)  Issued  at  discount  or  premium.  If 
a  corporation  which  during  any  taxable 
year  has  been  a  member  of  an  affiliated 
group  which  makes  or  is  required  to  make 
a  consolidated  return,  has  issued  its 
bonds  at  a  discount  or  premium  (whether 
or  not  during  a  consolidated  return  pe¬ 
riod),  deduction  will  be  allowed  for  the 
amortization  of  the  discount,  and  income 
included  for  the  amortization  of  the 
premium,  in  the  same  manner,  to  the 
same  extent,  and  upon  the  same  condi¬ 
tions  as  if  the  corporation  had  never 
been  affiliated,  except  that  no  deduction 
for  amortization  of  discount  shall  be  al¬ 
lowed,  and  no  Income  shall  be  included 
for  amortization  of  premium,  during  a 
period  for  which  a  consolidated  return  is 
made,  on  bonds  of  one  member  of  the 
group  owned  by  another  member  of  the 
group. 

(b)  Acquisition  of  bonds  by  issuing 
company.  If  a  corporation  which  has 
been  a  member  (tf  an  affiliated  group 
iriiieh  makes  or  is  required  to  make  a 
consolidated  return,  aoqiilres  its  bonds 
(whether  or  not  from  another  member 
of  such  group  and  whether  or  not  during 
a  consolidated  return  period),  gain  or 


loss  shall  be  recognized  in  the  same  man¬ 
ner  to  the  same  extent  and  upon  the 
same  conditions  as  if  the  corporation  had 
never  been  affiliated,  except  that,  if  such 
bonds  are  acquired  from  another  mem¬ 
ber  of  the  group  during  a  consolidated 
return  period,  and  in  a  transaction  other 
than  a  distribution  in  a  liquidation  in 
which  gain  or  loss  to  the  distributee  is 
recognized  piusuant  to  paragraph  (a)  of 
1  1.1502-37A  in  determining  the  gain  or 
loss  to  the  issuing  company  from  such 
acquisition,  the  basis  thereof  to  such 
other  member  of  the  group  shall  be 
deemed  the  purchase  price. 

§  1.1502— 42A  CUipital  Ions  limilalionti 
and  carryover. 

(a)  The  provisions  of  sections  165. 
832(0  (5),  1211,  1212,  and  1231  with 
respect  to  gains  and  losses  from  sales 
or  exchanges  of  capital  assets  shall  be 
applied,  in  respect  of  such  gains  and 
losses  sustained  during  a  consolidated 
return  period  as  if  the  affiliated  group 
were  the  taxpayer. 

(b)  With  respect  to  a  net  capital  loss 
sustained  by  a  corporation  in  a  taxable 
year  prior  to  the  first  consolidated  re¬ 
turn  period  in  respect  of  which  its 
income  is  included  in  a  consolidated  re¬ 
turn.  such  loss  (in  an  amount  not  in 
excess  of  the  net  capital  gain  of  such 
corporation  for  succeeding  consolidated 
return  periods)  shall,  for  the  purposes  of 
section  1212,  relating  to  net  capital  loss 
carryovers,  be  treated  as  if  such  net 
capital  loss  had  been  sustained  by  the 
aflUiated  group. 

(0)  A  consolidated  net  capital  loss  of 
an  aflUiated  group  for  a  consolidated  re¬ 
turn  period  shaU  be  considered  as  a  con¬ 
solidated  short-term  capital  loss  in 
subsequent  consolidated  return  periods 
notwithstanding  that  one  or  more  cor¬ 
porations,  members  of  the  group  in  the 
taxable  year  in  which  such  loss  was  sus¬ 
tained,  make  separate  returns  for  sub¬ 
sequent  taxable  years  (or  Join  in  a 
consolidated  return  made  by  another 
affiliated  group) ,  but  only  to  the  extent 
that  such  consolidated  net  capital  loss 
is  not  attributable  to  such  corporations; 
and  such  portion  of  such  consolidated 
net  capital  loss  as  is  attributable  to  the 
several  corporations  making  separate 
returns  (or  Joining  in  a  consolidated  re- 
tiim  made  by  another  aflUiated  group) 
for  a  subsequent  taxable  year  shaU  be 
considered  as  a  short-term  capital  loss 
in  such  separate  returns,  or  in  such  con- 
soUdated  return  of  the  other  aflUiated 
group,  but  only  to  the  extent  that  such 
portion  of  such  consoUdated  net  capital 
loss  was  not  absorbed  in  intervening  tax¬ 
able  years  by  net  capital  gains,  oonsoU- 
dated  or  separate,  as  the  ease  may  be. 
Any  net  capital  loss  sustained  by  a  cor¬ 
poration  prior  to  the  first  taxable  year 
in  respect  of  which  its  income  is  in¬ 
cluded  in  the  consoUdated  return  shaU 
be  considered  as  a  short-term  capital 
loss  in  the  separate  return  of  siich  cor¬ 
poration  (or  the  consoUdated  return  of 
another  affiliated  group  of  which  it  be¬ 
comes  a  member)  for  a  subsequent  tax¬ 
able  year  for  which  it  makes  a  separate 
return  or  Joins  in  a  consoUdated  return 
of  another  group,  but  cmly  to  the  extent 
that  such  net  capital  loss  was  not  ab¬ 
sorbed  in  Intervening  taxable  years  by 
net  omltal  gains,  consoUdated  or  sepa¬ 
rate.  as  the  ease  may  be. 
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§  1.1502— 43A  Credit  for  furrien  taxe*. 

(a)  In  general — (1)  Choice  of  credit 
or  deduction.  The  credit  under  section 
901  for  taxes  paid  or  accrued  to  anj  for¬ 
eign  country  or  possession  of  the  United 
States  shall  be  allowed  to  an  afBliated 
group  filing  a  consolidated  rettim  only 
if  the  common  parent  corporation 
chooses  to  use  such  credit  in  the  compu¬ 
tation  of  the  tax  liability  of  the  group 
for  the  taxable  year.  If  this  choice  is 
made,  no  deduction  may  be  taken  under 
section  164  on  the  consolidated  return 
for  such  taxes  paid  or  accrued  by  any 
member  of  the  group. 

(2)  Amount  of  credit.  If  the  per- 
country  limitation  on  the  credit  provided 
in  section  904(a)(1)  applies  in  comput¬ 
ing  the  tax  liability  of  the  group  fm:  the 
taxable  year,  the  amoimt  of  the  credit 
shall  be  determined  under  paragraph  (b) 
of  this  section;  if  the  overall  limitation 
provided  in  section  904(a)  (2)  applies, 
the  amount  of  the  credit  shall  be  deter¬ 
mined  under  paragraph  (c)  of  this  sec¬ 
tion.  If  any  member  of  the  group  re¬ 
ceives  “interest  income"  from  sources 
within  any  foreign  country  or  any  pos¬ 
session,  the  credit  for  taxes  paid  or 
accrued  to  such  foreign  country  or  pos¬ 
session  with  respect  to  such  income  shall 
be  determined  separately  under  para¬ 
graph  (d)  of  this  section. 

(3)  Definitions.  For  purposes  of  this 
section — 

(i)  The  term  “taxes  paid  or  accrued" 
includes  the  amount  of  taxes  deemed 
paid  pursuant  to  sections  902  and  960(a), 
and 

(ii)  The  term  “interest  Income"  means 
interest  income  described  in  section 
904(f)(2)  for  taxable  years  beginning 
after  October  16.  1962,  but  only  if  such 
interest  Income  results  from  transactions 
consummated  after  April  2,  1962,  and 
the  term  “consolidated  taxable  interest 
income"  means  the  aggregate  interest  in¬ 
come  of  the  several  members  of  the  af¬ 
filiated  group. 

(b)  Amount  of  credit  with  respect  to 
noninterest  income  where  per-country 
limitation  applies — (1)  Taxes  allowed  as 
a  credit.  Subject  to  the  limitation  pro¬ 
vided  in  subparagraph  (2)  of  this  para¬ 
graph,  the  credit  allowable  to  an  affiliated 
group  filing  a  consolidated  return  for 
taxes  paid  or  accrued  with  respect  to  in¬ 
come  other  than  interest  income  for  a 
taxable  year  for  which  the  per-country 
limitation  applies  shall  be  an  amount 
equal  to  the  sum  of — 

(1)  The  aggregate  of  the  taxes  paid 
or  accrued  for  the  taxable  year  by  the 
several  members  of  the  affiliated  group 
to  any  foreign  country  or  any  possession 
with  respect  to  income  other  than  in¬ 
terest  income,  and 

(ii)  The  aggregate  of  the  consolidated 
excess  tax  paid  carryovers  and  carry¬ 
backs  to  the  taxable  year  under  section 
904(d)  for  taxes  paid  or  accrued  to  such 
country  or  possession  with  respect  to 
income  other  than  interest  income. 

(2)  Limitation.  The  credit  allowable 
under  subparagraph  (1)  of  this  para¬ 
graph  for  taxes  paid  or  accrued  to  any 
foreign  country  or  any  possession  shtdl 
not  exceed  an  amount  which  bears  the 
same  ratio  to  the  total  tax  of  the  af¬ 
filiated  group  against  which  the  credit  Is 


taken  as  the  consolidated  taxable  income 
of  the  group  (computed  by  excluding 
any  consolidated  taxable  interest  in¬ 
come)  from  sources  within  such  coun¬ 
try  or  possession  (but  not  in  excess  of 
the  entire  consolidated  taxable  income 
of  the  group)  bears  to  the  entire  con¬ 
solidated  taxable  income.  TTie  amount 
computed  under  the  preceding  sentence 
shall  be  Increased  as  provided  in  section 
960(b).  where  applicable. 

(3)  Consolidated  excess  tax  paid  car¬ 
ryovers.  The  consolidated  excess  tax 
paid  carryovers  to  the  current  taxable 
year  for  taxes  paid  or  accrued  to  any 
foreign  coimtry  or  any  possession  with 
respect  to  income  other  than  interest  in¬ 
come  shall  consist  of — 

(i)  The  consolidated  excess  tax  paid, 
with  respect  to  such  inctune,  to  such 
country  or  possession  for  the  five  preced¬ 
ing  taxable  years  (not  including  as  a 
preceding  taxable  year  any  taxable  year 
beginning  before  January  1. 1958)  to  the 
extent  that  such  consolidated  excess  tax 
paid  for  any  such  preceding  taxable  year 
was  not  attributable  to  a  corporation 
making  a  separate  return  or  Joiiiing  in  a 
consolidated  return  filed  by  another  af¬ 
filiated  group  for  the  current  taxable  year 
and  was  not  absorbed  pursuant  to  section 
904(d)  in  years  preceding  the  current 
taxable  year  (whether  or  not  taken  as  a 
credit),  and 

with  respect  to  the  excess  tax  paid,  with 
respect  to  income  other  than  interest 
income,  by  a  corporation  in  a  taxable 
year  for  which  a  separate  return  was 
filed,  or  for  which  such  corporation 
join^  in  a  consolidated  return  filed  by 
another  affiliated  group,  but  subject  to 
the  limitation  prescribed  in  paragraph 
(g)  of  this  section — 

(ii)  The  amount  of  such  excess  tax 
paid  by  such  corporation  to  such  coun¬ 
try  or  possession  for  the  five  preceding 
taxable  years  (not  including  as  a  preced¬ 
ing  taxable  year  any  taxable  year  begin¬ 
ning  before  January  1,  1958)  to  the  ex¬ 
tent  that  such  excess  tax  paid  for  any 
such  preceding  taxable  year  was  not 
absorbed  pursuant  to  section  904(d)  in 
years  preceding  the  current  taxable  year 
(whether  or  not  taken  as  a  credit) . 

(4)  Consolidated  excess  tax  paid  car¬ 
rybacks.  The  consolidated  excess  tax 
paid  carrybacks  to  the  current  taxable 
year  for  taxes  paid  or  accrued  to  any 
foreign  country  or  any  possession  with 
respect  to  income  other  than  interest  in¬ 
come  shall  consist  of — 

(i)  The  consolidated  excess  tax  paid, 
with  respect  to  such  income,  to  such 
country  or  possession  fm*  the  first  suc¬ 
ceeding  taxable  year  (to  the  extent  not 
attributable  to  a  corporation  making  a 
separate  return  or  joining  in  a  con¬ 
solidated  return  filed  by  another  affiliat¬ 
ed  group  for  the  current  taxable  year) 
reduced  to  the  extent  absorbed  pursuant 
to  section  904(d)  in  the  first  preceding 
taxable  year  (whether  or  not  taken  as 
a  credit) ,  and 

(ii)  The  consolidated  excess  tax  paid, 
with  respect  to  such  income,  to  such 
country  or  possession  for  the  second 
succeeding  taxable  year  (to  the  extent 
not  attributable  to  a  corporation  making 
a  separate  return  or  Joining  in  a  con¬ 
solidated  return  filed  by  another  afffii- 


ated  group  for  the  current  taxable  year) . 
and 

with  respect  to  the  excess  tax  paid,  with 
respect  to  income  other  than  interest  in¬ 
come,  to  su<di  country  or  possession  by  a 
corporation  which,  for  either  of  the  two 
succeeding  taxable  years,  files  a  separate 
return  or  joins  in  a  consolidated  return 
filed  by  another  affiliated  group,  but  sub¬ 
ject  to  the  limitation  prescribe  in  para¬ 
graph  (g)  of  this  section — 

(ill)  The  amount  of  such  excess  tax 
paid  by  such  corporation  for  the  first 
succeeding  taxshle  year  reduced  to  the 
extent  absorbed  pursuant  to  section 
904(d)  by  such  corporation  for  the  first 
preceding  taxable  year  (whether  or  not 
taken  as  a  credit),  or  if  the  Income  of 
such  corporation  is  included  in  a  consoli¬ 
dated  return  for  the  first  preceding  tax¬ 
able  year,  reduced  to  the  extent  absorbed 
pursuant  to  section  904(d)  by  such  con¬ 
solidated  return  (whether  or  not  tidcen 
as  a  credit) ,  and 

(iv)  The  amount  of  such  excess  tax 
paid  by  such  corporation  for  the  second 
succeeding  taxable  year. 

(c)  Amount  of  credit  with  respect  to 
noninterest  income  where  overall  limita¬ 
tion  applies — (1)  Taxes  allowed  as  a 
credit.  Subject  to  the  limitation  pro¬ 
vided  in  subparsLgraph  (2)  of  this  para¬ 
graph,  the  credit  allowable  to  an  affili¬ 
ated  group  filing  a  consolidated  return 
for  taxes  paid  or  accrued  with  respect  to 
Income  other  than  interest  Income  for  a 
taxable  year  for  which  the  overall  limita¬ 
tion  applies  shall  be  equal  to  the  sum  of — 

(1)  The  aggregate  of  the  taxes  paid  or 
accrued  for  the  taxable  year  by  the 
several  members  of  the  affiliated  group  to 
all  foreign  coimtries  and  possessions  with 
respect  to  income  other  than  Interest 
income,  and 

(ii)  The  aggregate  of  the  consolidated 
excess  tax  paid  carryovers  and  carry¬ 
backs  to  the  taxable  year  under  section 
904(d)  for  taxes  paid  or  accrued  to  all 
foreign  coimtries  and  possessions  with 
respect  to  income  other  than  interest 
income. 

(2)  Limitation.  The  credit  allowable 
under  subparagraph  (1)  of  this  para¬ 
graph  for  taxes  paid  or  accrued  to  all 
foreign  countries  and  possessions  shall 
not  exceed  an  amount  which  bears  the 
same  ratio  to  the  total  tax  of  the  affili¬ 
ated  group  against  which  the  credit  is 
taken  as  the  consolidated  taxable  in¬ 
come  of  the  group  (computed  by  exclud¬ 
ing  any  consolidated  taxable  interest  in¬ 
come)  from  sources  without  the  United 
States  (but  not  in  excess  of  the  entire 
consolidated  taxable  income  of  the 
group)  bears  to  the  entire  consolidated 
taxable  income.  The  amount  computed 
under  the  preceding  sentence  shall  be 
increased  as  provided  in  section  960(b), 
where  applicable. 

(3)  Consolidated  excess  tax  paid 
carryovers.  The  consolidated  excess  tax 
paid  carryovers  to  the  current  taxable 
year  tor  taxes  paid  or  accrued  tc  all  for¬ 
eign  countries  and  possessions  with  re¬ 
spect  to  income  other  than  interest  in¬ 
come  shall  consist  of — 

(i)  The  consolidated  excess  tax  paid, 
with  respect  to  such  income,  to  all  such 
countries  and  possessions  for  the  five 
preceding  taxable  years  (not  including 
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as  a  preceding  taxable  year  any  taxable 
year  beginning  before  January  1.  1961) 
to  the  extent  that  such  consolidated  ex¬ 
cess  tax  paid  for  any  such  preceding  tax¬ 
able  year  was  not  attributable  to  a  cor¬ 
poration  making  a  separate  return  or 
Joining  in  a  consolidated  return  filed  by 
another  aflUiated  group  for  the  current 
taxable  year  and  was  not  absorbed  pur¬ 
suant  to  section  904(d)  in  yesira  preced¬ 
ing  the  current  taxable  year  (whether 
or  not  taken  as  a  credit) ,  and 

with  respect  to  the  excess  tax  paid,  with 
respect  to  income  other  than  interest  in¬ 
come.  by  a  corporation  in  a  taxable  year 
for  which  a  separate  retiuTi  was  filed,  or 
for  which  such  corporation  Joined  in  a 
consolidated  return  filed  by  another  affil¬ 
iated  group,  but  subject  to  the  limita¬ 
tion  prescribed  in  paragraph  (g)  of  this 
section — 

(ii)  The  amount  of  such  excess  tax 
paid  by  such  corporation  to  all  foreign 
countries  and  possessions  for  the  five 
preceding  taxable  years  (not  including  as 
a  preceding  taxable  year  any  taxable 
year  beginning  before  January  1.  1961) 
to  the  extent  that  such  excess  tax  paid 
for  any  such  preceding  taxable  year  was 
not  absorbed  pursuant  to  section  904(d) 
in  years  preceding  the  current  taxable 
year  (whether  or  not  taken  as  a  credit) . 

(4)  Consolidated  excess  tax  paid 
carrybacks.  The  consolidated  excess  tax 
paid  carrybacks  to  the  current  taxable 
year  for  taxes  paid  or  accrued  to  all  for¬ 
eign  coxmtries  and  possessions  with  re¬ 
spect  to  income  other  than  Interest  in¬ 
come  shall  consist  of — 

(i)  The  consolidated  excess  tax  paid, 
with  respect  to  such  Income,  to  all  such 
countries  and  possessions  for  the  first 
succeeding  taxable  year  (to  the  extent 
not  attributable  to  a  corporation  making 
a  separate  return  or  Joining  in  a  consol¬ 
idated  return  filed  by  another  affiliated 
group  for  the  current  taxable  year)  re¬ 
duced  to  the  extent  absorbed  pursuant 
to  section  904(d)  in  the  first  preceding 
taxable  year  (whether  or  not  taken  as 
a  credit) ,  and 

(ii)  The  consolidated  excess  tax  paid, 
with  respect  to  siich  Income,  to  all  such 
countries  and  possessions  for  the  second 
succeeding  taxable  year  (to  the  extent 
not  attributable  to  a  corporation  makiiv 
a  separate  return  or  Joining  in  a  consoli¬ 
dated  return  filed  by  another  affiliated 
group  for  the  current  taxable  year) ,  and 

with  respect  to  the  excess  tax  paid,  with 
respect  to  Income  other  than  interest  in¬ 
come,  to  all  such  countries  and  posses¬ 
sions  by  a  corporation  which,  for  either 
of  the  two  succeeding  taxable  years,  files 
a  separate  return  or  Joins  in  a  consoli¬ 
dated  return  filed  by  another  affiliated 
group,  but  siibject  to  the  limitation  pre¬ 
scribed  in  paragraph  (g)  of  this  section — 

(ill)  The  amount  of  such  excess  tax 
paid  by  such  corporation  for  the  first 
succeeding  taxable  year  reduced  to  the 
extent  absorbed  pursuant  to  section  904 
(d)  by  such  corporation  for  the  fiist  pre¬ 
ceding  taxable  year  (whether  or  not 
taken  as  a  credit),  or  if  the  income  of 
such  corporation  is  included  in  a  consoli¬ 
dated  return  for  the  first  preceding  tax¬ 
able  year,  reduced  to  the  extent  absorbed 
pursuant  to  section  904(d)  by  such  con¬ 


solidated  return  (whether  or  not  taken 
as  credit) ,  and 

(iy)  The  amount  of  such  excess  tax 
paid  by  such  corporation  for  the  second 
succeeding  taxable  year. 

(5)  Carrybacks  to  certain  taxable 
years.  The  excess  tax  paid  (whether 
consolidated  or  separate)  with  respect  to 
income  other  than  Interest  income  for 
any  taxable  year  for  which  the  overall 
limitation  applies  may  not  be  carried 
back  to  a  taxable  year  beginning  before 
January  1, 1961;  and  in  determining  the 
carryover  cht  carryback  to  taxable  years 
beginning  on  or  after  January  1. 1961.  no 
sunount  shall  be  treated  as  absorbed  for 
taxable  years  beginning  before  such  date. 

(d)  Amount  of  credit  with  respect  to 
interest  income — (1)  Taxes  allowed  as  a 
credit.  Subject  to  the  limitation  provided 
in  subparagraph  (2)  of  this  paragraph, 
the  credit  allowable  to  an  affiliated  group 
filing  a  consolidated  return  for  taxes  paid 
or  accrued  with  respect  to  interest  in¬ 
come  shall  be  an  amount  equal  to  the 
siun  of — 

(1)  The  aggregate  of  the  taxes  paid 
or  accrued  for  the  taxable  year  by  the  sev¬ 
eral  members  of  the  affiliated  group  to 
any  foreign  country  or  any  possession 
with  respect  to  interest  income,  and 

(ii)  The  aggregate  of  the  consolidated 
excess  tax  paid  carryovers  and  carry¬ 
backs  to  the  taxable  year  under  section 
904(d)  for  taxes  paid  or  accrued  to  such 
country  or  possession  with  respect  to  in¬ 
terest  income. 

(2)  Limitation.  The  credit  allowable 
imder  subparagraph  (1)  of  this  para¬ 
graph  for  taxes  paid  or  accrued  to  any 
foreign  country  or  any  possession  shall 
not  exceed  an  amoimt  which  bears  the 
same  ratio  to  the  total  tax  of  the  affiliated 
group  against  which  the  credit  is  taken 
as  the  consolidated  taxable  interest  in- 
ccHne  of  the  group  from  sources  within 
such  country  or  possession  (but  not  in 
excess  of  the  entire  consolidated  taxable 
Income  of  the  group)  bears  to  the  entire 
consolidated  taxable  income.  The 
amount  computed  under  the  preceding 
sentence  shall  be  increased  as  provided  in 
section  960(b) .  where  applicable. 

(3)  Consolidated  excess  tax  paid 
carryovers.  The  consolidated  excess  tax 
paid  carryovers  to  the  current  taxable 
year  for  taxes  paid  or  accrued  to  any 
foreign  coxmtry  or  any  prossession  with 
respect  to  interest  income  shall  consist 
of — 

(1)  The  consolidated  excess  tax  paid, 
with  respect  to  such  income,  to  such 
country  or  possession  for  the  five  pre¬ 
ceding  taxable  years  to  the  extent  that 
such  consolidated  excess  tax  paid  for 
any  such  preceding  taxable  year  was  not 
attributable  to  a  corporation  making  a 
separate  return  or  Joining  in  a  cmuoll- 
dated  return  filed  by  another  aflUiated 
group  for  the  current  taxable  year  and 
was  not  absorbed  pursuant  to  section 
904(d)  in  years  preceding  the  current 
taxable  year  (whether  or  not  taken  as  a 
credit),  and 

with  respect  to  the  excess  tax  paid,  with 
respect  to  interest  Income,  by  a  corpora¬ 
tion  in  a  taxable  year  for  which  a  sepa¬ 
rate  return  was  filed,  or  for  which  su^ 
corporation  Joined  in  a  consolidated  re¬ 
turn  filed  by  another  affiliated  group. 


but  subject  to  the  limitation  prescribed 
in  paragraph  (g)  of  this  section — 

(ii)  The  amount  of  such  excess  tax 
paid  by  su<Ui  corporation  to  such  coimtry 
or  possession  for  the  five  preceding  tuc- 
able  years  to  the  extent  that  such  ex¬ 
cess  tax  paid  for  any  such  preceding 
taxable  year  was  not  absorbed  pursuant 
to  section  904(d)  in  years  preceding  the 
current  taxable  year  (whether  or  not 
taken  as  a  credit) . 

(4)  Consolidated  excess  tax  paid 
carrybacks.  The  consoUdated  excess 
tax  paid  carrybacks  to  the  ciurent  tax¬ 
able  year  for  taxes  paid  or  accrued  to 
any  foreign  country  or  any  possession 
with  respect  to  interest  income  shall  con¬ 
sist  of — 

(i)  The  consoUdated  excess  tax  paid, 
with  respect  to  such  income,  to  such 
country  or  possession  for  the  first  suc¬ 
ceeding  taxable  year  (to  the  extent  not 
attributable  to  a  corporation  making  a 
separate  return  or  Joining  in  a  consoU¬ 
dated  return  filed  by  another  aflUiated 
group  for  the  current  taxable  year)  re¬ 
duced  to  the  extent  absorbed  pursuant 
to  section  904(d)  in  the  first  preceding 
taxable  year  (whether  or  not  taken  as  a 
credit) ,  and 

(U)  The  consoUdated  excess  tax  paid, 
with  respect  to  such  income,  to  such 
country  or  possession  for  the  second  suc¬ 
ceeding  taxable  year  (to  the  extent  not 
attributable  to  a  corporation  making  a 
separate  return  or  Joining  in  a  consoU¬ 
dated  retiim  filed  by  another  affiliated 
group  for  the  current  taxable  year) .  and 
with  respect  to  the  excess  tax  paid,  with 
respect  to  interest  income,  to  such  coim¬ 
try  or  possession  by  a  corporation  which, 
for  either  of  the  two  succeeding  taxable 
years,  files  a  separate  return  or  Joins  in 
a  consoUdated  return  filed  by  another 
affiliated  group,  but  subject  to  the  limita¬ 
tion  prescribed  in  paragraph  (g)  of  this 
section — 

(Ui)  The  amount  of  such  excess  tax 
paid  by  such  corporation  for  the  first 
succeeding  taxable  year  reduced  to  the 
extent  absorbed  pursuant  to  section 
904(d)  by  such  corporation  for  the  first 
preceding  taxable  year  (whether  or  not 
taken  as  a  credit),  or  if  the  Income  of 
such  corporation  is  included  in  a  con¬ 
soUdated  return  for  the  first  preceding 
taxable  year,  reduced  to  the  extent  ab¬ 
sorbed  pursuant  to  section  904(d)  by 
such  consoUdated  return  (whether  or  not 
taken  as  a  credit) .  and 

(Iv)  The  amount  of  such  excess  tax 
paid  by  such  corporation  for  the  second 
succeeding  taxable  year. 

(5)  Traruitional  rules  for  carrybacks 
and  carryovers.  (1)  If  the  total  excess 
tax  paid  (consoUdated  or  separate)  to 
any  foreign  country  or  any  possession  for 
a  taxable  year  beginning  on  or  before 
October  16, 1962,  is  a  carryover  to  a  tax¬ 
able  year  beginning  after  such  date,  then 
(a)  the  portion  of  such  carryover  attrib¬ 
utable  to  taxes  paid  or  accrued  with  re¬ 
spect  to  Interest  incmne  shaU  be  an 
amount  equal  to  such  carryover  multi¬ 
plied  by  the  ratio  which  the  taxes  paid 
or  accrued  to  such  foreign  country  or 
possession  for  such  year  beginning  after 
October  16, 1962,  with  respect  to  Interest 
income,  bears  to  the  total  amount  of  the 
taxes  paid  or  accrued  to  such  foreign 
country  or  possession  for  such  year,  and 
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(&)  the  portion  of  such  carryover  attrib¬ 
utable  to  taxes  paid  or  accrued  with 
respect  to  income  c^er  than  Interest 
income  shall  be  an  amount  equal  to  such 
carryover  multiplied  by  the  ratio  which 
the  taxes  paid  or  accrued  to  such  foreign 
country  or  possession  for  such  year  be¬ 
ginning  after  October  16.  1962,  with  re¬ 
spect  to  income  other  than  Interest  in¬ 
come.  bears  to  the  total  amount  of  the 
taxes  paid  or  accrued  to  such  foreign 
country  or  possession  for  such  year. 

(ii)  The  amount  of  the  total  excess  tax 
paid  (consolidated  or  separate)  to  any 
foreign  country  or  any  possession  for  a 
taxable  year  beginning  after  October  16, 
1962,  which  is  a  carryback  to  a  taxable 
year  beginning  on  or  before  such  date 
shall  be  determined  without  regard  to 
the  provisions  of  this  paragraph. 

(e)  Consolidated  excess  tax  paid — 
(1)  Income  other  than  interest  income. 
The  consolidated  excess  tax  paid  to  any 
foreign  country  or  any  possession  (or  to 
all  foreign  countries  and  possessions  if 
the  overall  limitation  provided  in  sec¬ 
tion  904(a)(2)  applies)  for  any  taxable 
year  with  respect  to  income  other  than 
interest  income  is  the  excess  of  the  ag¬ 
gregate  of  the  taxes  paid  or  accrued  by 
the  several  members  of  the  affiliated 
group  to  such  country  or  possession  (or 
to  all  foreign  countries  and  possessions 
if  the  overall  limitation  applies)  with  re¬ 
spect  to  income  other  than  interest  in¬ 
come  over  the  applicable  limitation  pro¬ 
vided  in  section  9()4(a)  (1)  or  (2) 
(increased  to  the  extent  provided  in  sec¬ 
tion  960(b) ) .  However,  there  is  no  con¬ 
solidated  excess  tax  paid  for  a  taxable 
year  in  which  the  affiliated  group  takes 
a  deduction  under  section  164  for  such 
taxes  paid  or  accrued  to  a  foreign  coun¬ 
try  or  possession. 

(2)  Interest  income.  The  consoli¬ 
dated  excess  tax  paid  to  any  foreign 
country  or  any  possession  for  any  tax¬ 
able  year  with  respect  to  Interest  Income 
is  the  excess  of  the  aggregate  of  the  taxes 
paid  or  accrued  by  the  several  members 
of  the  affiliated  group  to  such  country  or 
possession  with  respect  to  interest  in¬ 
come  over  the  limitation  provided  in  sec¬ 
tion  904(a)  (1)  (increased  to  the  extent 
provided  in  section  960  (b) ) .  However, 
there  is  no  consolidated  excess  tax  paid 
for  a  taxable  year  in  which  the  affiliated 
group  takes  a  deduction  under  section 
164  for  such  taxes  paid  or  accrued  to  a 
foreign  country  or  possession. 

(f)  Excess  tax  paid — Income  other 
than  interest  income.  The  excess  tax 
paid  to  any  foreign  country  or  any  pos¬ 
session  (or  to  all  foreign  countries  and 
possessions  if  the  overall  limitation  pro¬ 
vided  in  section  904(a)(2)  applies)  with 
respect  to  income  other  than  interest  in¬ 
come.  by  a  corporation  for  any  taxable 
year  for  which  a  separate  return  is  filed, 
is  the  excess  of  the  taxes  paid  or  accrued 
by  the  corporation  to  such  country  or 
possession  (or  to  all  foreign  countries 
and  possessions  if  the  overall  limitation 
applies)  with  respect  to  incxHne  other 
than  interest  income  over  the  applicable 
limitation  provided  in  section  904(a)  (1) 
or  (2)  (Increased  to  the  extent  provided 
in  section  960(b) ) .  However,  there  is  no 


excess  tax  paid  for  a  taxable  year  in 
which  the  corporation  takes  a  deduction 
under  section  164  for  such  taxes  paid  or 
accrued  to  a  foreign  country  or  posses¬ 
sion. 

(2)  Interest  income.  The  excess  tax 
paid  to  any  foreign  country  or  any  pos¬ 
session  with  respect  to  interest  income, 
by  a  (x>rporation  for  any  taxable  year 
for  which  a  separate  return  is  filed,  is  the 
excess  of  the  taxes  psdd  or  accrued  by 
the  corporation  to  such  country  or  pos¬ 
session  with  respect  to  interest  income 
over  the  limitation  provided  in  section 
904(a)(1)  (increased  to  the  extent  pro¬ 
vided  In  section  960(b)).  However, 
there  is  no  excess  tax  paid  for  a  taxable 
year  in  which  the  corporation  takes  a 
deduction  under  section  164  for  such 
taxes  paid  or  accrued  to  a  foreign  coim- 
try  or  possession. 

(g)  Limitation  on  credit  for  carry- 
overs  and  carrybacks  of  excess  tax  paid 
from  separate  return  years.  In  no  case 
shall  there  be  included  in  the  credit  for 
taxes  paid  or  accrued  to  any  foreign 
coimtry  or  any  possession  for  the  taxable 
year  as  consolidated  excess  tax  paid 
carryovers  under  paragraphs  (b)(3)(ii). 
(c)  (3)  (ii).  and  (d)  (3)  (U)  of  this  section 
(relating  to  excess  tax  paid  by  a  corpora¬ 
tion  in  years  for  which  separate  returns 
were  filed,  or  for  which  such  corporation 
joined  in  a  consolidated  return  filed  by 
another  affiliated  group)  and  as  con¬ 
solidated  excess  tax  paid  carrybacks  un¬ 
der  paragraphs  (b)(4)  (iii)  and  (iv). 
(c)(4)  (iii)  and  (iv).  and  (d)(4)  (iii) 
and  (iv)  of  this  section  (relating  to  ex¬ 
cess  tax  paid  by  a  corporation  which  for 
either  of  the  two  succeeding  taxable 
years  files  a  separate  return  or  Joins  in 
a  consolidated  return  filed  by  another 
sdfiliated  group) .  an  amoimt  exceeding  in 
the  aggregate  that  which  would  be  al¬ 
lowed  as  a  credit  for  a  carryover  or 
csurryback  to  such  corporation  if  it  had 
filed  a  separate  return  for  such  taxable 
year. 

(h)  Apportionment  of  consolidated 
excess  tax  paid.  If  an  affiliated  group 
filing  a  consolidated  return  has  a  consoli¬ 
dated  excess  tax  paid  with  respect  to  any 
foreign  country  or  any  ix)sse8sion  (or 
with  respect  to  all  foreign  countries  and 
possessions  if  the  overall  limitation  ap¬ 
plies)  for  the  taxable  year  attributable 
to  income  other  than  interest  income, 
or  has  a  consolidated  excess  tax  paid 
with  respect  to  any  foreign  country  or 
any  possession  attributable  to  interest 
income,  and  if  there  are  included  as 
members  of  such  group  one  or  more  cor¬ 
porations  which  make  separate  returns 
(or  Join  in  a  consolidated  return  filed  by 
another  affiliated  group)  for  any  of  the 
two  preceding  or  five  succeeding  taxable 
years,  the  portion  of  each  such  consoli¬ 
dated  excess  tax  paid  attributable  to 
such  corporations  severally  shall  be  de¬ 
termined.  The  portion  of  each  such 
consolidated  excess  tax  paid  in  the  case 
of  any  such  corporation  shall  be  the 
amount  which  bears  the  same  ratio  to 
such  consolidated  excess  tax  paid  as  the 
tax  paid  or  accrued  by  such  corporation 
to  such  foreign  country  or  posse^on  (or 
to  all  foreign  countries  and  possessions  if 
the  overall  limitation  applies)  with  re¬ 


spect  to  income  other  than  interest  in¬ 
come,  or  to  such  foreign  country  or  pos¬ 
session  with  respect  to  interest  income, 
as  the  case  may  be,  bears  to  the  totid  tax 
paid  or  accrued  by  the  affiliated  group 
to  such  foreign  country  or  possession  (or 
to  all  foreign  coimtries  and  possessions 
if  the  overall  limitation  applies)  with  re¬ 
spect  to  income  other  than  interest  in¬ 
come,  or  to  such  foreign  country  or  pos¬ 
session  with  respect  to  interest  income, 
as  the  case  may  be. 

(i)  [Reserved! 

(J)  Consolidated  excess  tax  paid  be¬ 
fore  or  after  consolidated  return  period. 
The  consolidated  excess  tax  paid  by  an 
affiliated  group  to  any  foreign  country 
or  any  possession  (or  with  respect  to  all 
foreign  countries  and  possessions  if  the 
overall  limitation  applies)  with  respect 
to  income  other  than  interest  income,  or 
to  any  foreign  country  or  any  possession 
with  respect  to  interest  Income,  as  the 
case  may  be,  shall  be  used  in  computing 
the  consolidated  excess  tax  paid  carry¬ 
over  and  carryback  of  the  group  not¬ 
withstanding  that  one  or  more  corpora¬ 
tions  which  were  members  of  the  group 
in  the  taxable  year  in  which  such  con¬ 
solidated  excess  tax  paid  originates  make 
separate  returns  (or  Join  in  a  consoli¬ 
dated  return  made  by  another  affiliated 
group)  for  a  subsequent  taxable  year  (or. 
in  the  case  of  a  carryback,  for  a  preced¬ 
ing  taxable  year)  but  only  to  the  extent 
that  such  consolidated  excess  tax  paid  is 
not  attributable  to  such  corporation. 
Such  portion  of  such  consolidated  ex¬ 
cess  tax  paid  as  is  attributable  to  the 
several  corporations  making  separate 
retiu-ns  (or  Joining  in  a  consolidated  re¬ 
turn  made  by  another  affiliated  group) 
for  a  subsequent  taxable  year  (or.  in  the 
case  of  a  carryback,  for  a  preceding  tax¬ 
able  year)  reduced  to  the  extent  ab¬ 
sorbed  in  earlier  years  shall  be  used  by 
such  corporations  severally  as  carry¬ 
overs  or  as  carrybcuiks  in  such  separate 
returns  or  in  such  consolidated  returns 
of  another  affiliated  group.  Any  excess 
tax  paid  by  a  corporation  prior  to  the 
first  taxable  year  in  which  its  income  is 
included  in  the  consolidated  return  of 
the  group  (or  paid  in  either  of  the  two 
years  immediately  following  a  ccmsoli- 
dated  return  year)  may  be  used  in  cmn- 
puting  the  carryover  or  carryback  of 
such  corporation  (or  of  smother  sdBliated 
group  of  which  it  becomes  a  member) 
for  a  subsequent  tsucable  year  for  which 
it  makes  a  separate  return  or  Joins  in 
the  consolidate  return  of  smother  stffill- 
ated  group,  but  only  to  the  extent  that 
such  excess  tsuc  psdd  wsis  not  absorbed 
(either  sis  a  carryover  or  as  a  csuryback) . 

(k)  Limitation  effective  under  section 
904(a).  The  determination  of  whether 
the  oversdl  limitation  or  the  per-country 
limitation  applies  during  a  consolidated 
return  period  shall  be  msule  by  reference 
to  the  limitation  effective  with  respect  to 
the  common  psuent  corporation  for  such 
period.  An  election  msuie  by  the  com¬ 
mon  psu-ent  for  a  year  for  which  it  filed 
a  sepsu-ate  return  may  be  chsmged  or 
revoked  during  a  consolidated  return 
period  only  in  accordsmce  with  the  pro¬ 
visions  of  section  904(b).  If  the  limita¬ 
tion  effective  with  respect  to  smy  sdlillate 
for  a  taxable  year  (immediately  preced- 
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inc  the  consolidated  return  period)  for 
which  it  filed  a  separate  return  (or 
joined  in  a  consolidated  return  filed  by 
another  affiliated  group)  differs  from  the 
limitation  effective  with  respect  to  the 
common  parent  corporation  for  the  con¬ 
solidated  return  period,  then  such  affili¬ 
ate  shall,  if  the  overall  limitation  is 
effective  with  respect  to  the  common  par- 
ent,  be  deemed  to  have  made  an  election 
to  iise  such  overall  limitation,  or,  if  the 
per-country  limitation  is  effective  with 
respect  to  the  common  parent,  be  deemed 
to  have  revoked  its  election  to  use  the 
overall  limitation.  Consent  of  the  Sec¬ 
retary  or  his  delegate  is  hereby  given 
to  such  affiliate  for  such  election  or  rev¬ 
ocation.  Any  such  election  or  revoca¬ 
tion  shall  apply  only  prospectively 
beginning  with  such  consolidated  return 
period.  The  limitation-  effective  with 
respect  to  an  affliate  for  the  consoli¬ 
dated  return  period  Immediately  preced¬ 
ing  a  year  for  which  it  does  not  Join  in 
the  filing  of  the  consolidated  return 
shall,  except  to  the  extent  otherwise  pro¬ 
vided  in  this  paragraph,  remain  in  effect 
for  such  sub^uent  year  In  accordance 
with  the  provisions  of  section  904(b) . 

(1)  Carryovers  or  carrybacks  from 
overall  year  to  per-country  year,  and 
vice  versa.  (1)  The  excess  tax  paid 
(whether  consolidated  or  separate)  to 
any  foreign  country  or  any  possession  of 
the  United  States  with  respect  to  in¬ 
come  other  than  interest  income,  in  a 
taxable  year  for  which  the  per-country 
limitation  under  section  904(a)(1)  ap¬ 
plies,  may  not  be  carried  to  a  taxable 
year  for  which  the  overall  limitation 
under  section  904(a)(2)  applies. 

(2)  The  excess  tax  paid  (whether  con¬ 
solidated  or  separate)  to  all  foreign 
countries  and  possessions  with  respect 
to  Income  other  than  interest  income,  in 
a  taxable  year  for  which  the  overall 
limitation  aivlies,  may  not  be  carried  to 
a  taxable  year  for  which  the  per-coimtry 
limitation  applies. 

(3)  Subject  to  the  provisions  of  sec¬ 
tion  904(f)  (3)  and  the  regulations 
thereunder,  the  excess  tax  paid  (whether 
consolidated  or  separate)  to  any  foreign 
coimtry  or  any  possession  with  respect 
to  interest  income  may  be  carried  to  a 
taxable  year  for  which  the  overall  limita¬ 
tion  applies  in  respect  of  taxes  paid  or 
accrued  with  respect  to  Income  other 
than  interest  income. 

§  1.1502— 44 A  Methods  of  acrounling. 

(a)  In  general.  All  members  of  the 
affiliated  group  shall  adopt  that  method 
of  accounting  which  clearly  refiects  the 
consolidated  taxable  Income.  A  method 
of  accounting  which  does  not  treat  with 
reasonable  consistency  all  items  of  gross 
Income  and  deductions  of  the  various 
members  of  the  group  shall  not  be  re¬ 
garded  as  clearly  refiecting  the  consol¬ 
idated  taxable  Income.  For  example, 
one  member  of  the  group  will  not  be 
permitted  to  report  items  of  income  or 
deductions  on  the  cash  method  of  ae- 
coimting  while  another  member  of  the 
same  group  reports  the  same  or  similar 
items  on  the  accrual  method.  The  pro¬ 
visions  of  this  paragraph  are  subject  to 
the  exceptions  stated  In  paragraph  (b) 
of  this  section. 


(b)  Corhbination  of  methods.  If  the 
members  of  an  affiliated  group  have  es¬ 
tablished  different  methods  of  aocount- 
ing,  each  member  may  retain  such 
method  with  the  consent  of  the  Com¬ 
missioner:  Provided,  That  the  consoli¬ 
dated  taxable  Income  is  clearly  refiected: 
And  provided  further.  That  intercom¬ 
pany  transactions  affecting  such  con¬ 
solidated  taxable  income  shall  be  elimi¬ 
nated  and  adjustments  on  account  of 
such  transactions  shall  be  made  with 
reference  to  a  uniform  method  of  ac- 
coxmting  to  be  selected  by  the  members 
of  the  group  with  the  consent  of  the 
Commissioner. 

(c)  Adjustments  required  by  changes 
in  method  of  accounting.  In  any  case  in 
which  a  member  of  an  affiliate  group 
changes  its  method  of  accounting  the 
provisions  of  section  4gl  (a)  shall  be 
applicable. 

§  1.1502—454  Mine  ei^ploralion  expend- 
iture!>. 

For  the  purpose  of  applying  the 
limitation  provided  in  section  615  (e) 
(whether  during  a  consolidated  return 
period  or  during  a  period  for  which  a 
separate  retiun  is  made),  if  during  a 
preceding  taxable  year  for  which  a  con¬ 
solidated  return  was  made  or  was  re¬ 
quired  to  be  made  any  member  of  the 
affiliated  group  for  such  preceding  tax¬ 
able  year  was  allowed  the  deduction  pro¬ 
vided  in  section  615  (a)  or  made  the 
election  provided  in  section  615  (b).  each 
member  of  the  affiliated  group  for  such 
preceding  taxable  year  shall  be  deemed 
to  have  been  allowed  such  deduction  or 
to  have  made  such  election,  as  the  case 
may  be. 

§  1.1502— 46A  Depreciation. 

In  the  computation  of  the  deduction 
for  depreciation  under  section  167,  prop¬ 
erty  received  by  one  member  of  the  group 
from  another  member  of  the  group  dur¬ 
ing  k  consolidated  return  period,  shall 
be  treated  In  the  same  manner  as  it 
could  be  treated  if  it  were  held  by  the 
transferor. 

§  1.1502— 47A  Election  to  deduct  ac¬ 
crued  taxea. 

If  all  members  of  the  affiliated  group 
were  taxpayers  which,  for  each  tax¬ 
able  year  in  which  they  were  subject 
to  the  tax  imposed  by  section  500  of  Uie 
Internal  Revenue  Code  of  1939  deducted 
Federal  income  and  excess  profits  taxes 
when  paid  for  the  purpose  of  computing 
subchapter  A  net  Income  under  such 
Code,  the  affiliated  group  shall,  if  the  tax 
liability  imder  section  541  is  computed 
upon  the  consolidated  imdistributed  per¬ 
sonal  holding  company  income,  deduct 
taxes  under  section  545  when  iMdd  unlesi 
a  member  of  the  common  affiliated  group 
elects  in  its  return  or  the  common  parent 
elects  in  a  consolidated  return  for  the 
group  of  which  it  is  the  common  parent 
for  a  taxable  year  ending  after  June  SO. 
1054,  to  deduct  the  taxes  described  in 
section  545,  when  accrued.  In  any  case 
in  which  the  common  parent  oorporatton 
or  any  member  of  the  affiliated  group 
has,  prior  to  the  taxable  yeaur,  elected  to 
deduct  such  taxes  when  accrued,  each 
member  of  the  group  shall  be  deemed  to 
have  so  elected  in  the  first  year  there¬ 


after  in  which  its  income  is  included  in 
the  consolidated  personal  holding  com¬ 
pany  income.  If  an  election  is  made  by 
the  common  parent  corporation  with  re¬ 
spect  to  a  year  for  which  the  tax  liability 
under  section  541  is  computed  upon  the 
consolidated  imdistributed  personal 
holding  company  income,  each  member 
of  the  group  shall  be  deemed  to  have 
made  such  election  in  such  year.  Any 
such  election  made  or  deemed  to  have 
been  made  shall  be  applicable  to  each 
member  of  the  group  for  the  taxable  year 
for  which  the  election  is  made  and  for 
all  subsequent  taxable  years.  Any  elec¬ 
tion  so  made  shall  be  irrevocable. 

§  1.1 502-48 A  IJubility  for  tax  under 
»rclion  531. 

In  any  case  in  which  an  affiliated 
group  computes  the  tax  liability  under 
section  541,  upon  the  consolidated  im- 
distributed  personal  holding  company 
income,  the  tax  Imposed  by  section  531 
shall  not  be  applicable. 

§  1.1502— 49A  Addiliotifl  to  tax  for  fail¬ 
ure  to  pay  estimated  tax. 

(a)  Except  in  the  case  of  an  affiliated 
group  described  in  paragraph  (b)  of  this 
section,  any  addition  to  the  tax  under 
section  6655  for  imderpayment  of  esti¬ 
mated  tax  of  a  member  of  an  affiliated 
group  which  files  a  consolidated  return 
for  the  taxable  year  shall  be  determined 
by  allocating  the  tax  shown  on  the  con¬ 
solidated  return  to  the  several  members 
of  the  group  by  any  of  the  methods  pro¬ 
vided  in  paragraph  (a)  of  S  1.1552-1  se¬ 
lected  by  the  common  parent  corporation 
for  the  taxable  year,  without  regard  to 
the  method  elected  under  section  1552. 
If  the  group  would  use  the  method 
of  allocation  authorized  by  paragraph 
(a)(4)  of  8  1.1552-1,  it  must  be  the 
method  elected  by  the  group  with  the 
approval  of  the  Commissioner  for  the 
purpose  of  determining  earnings  and 
profits.  In  the  application  of  section 
6655  (d)  (1)  with  respect  to  a  mem¬ 
ber  of  the  group  which  was  included 
in  a  consolidated  return  for  the  preced¬ 
ing  taxable  year,  whether  or  not  such 
member  it.  Included  in  a  consolidated 
return  for  the  taxable  year,  the  ‘'tax 
shown  on  the  return"  tor  the  preceding 
taxable  year  shall  be  the  portion  of  the 
tux  shown  on  such  consolidated  return 
determined  by  allocating  such  tax  to  the 
several  members  of  the  group  by  the  pro¬ 
cedure  described  above.  In  the  applica¬ 
tion  of  section  6655  (d)  (2)  if  the 
corporation  was  Included  in  a  consoli¬ 
dated  return  for  the  preceding  taxable 
year,  the  "facts  shown  on  the  return" 
shall  be  the  facts  shown  on  the  consoli¬ 
dated  return  of  the  group  (whether  of 
this  or  another  affiliated  group)  for  the 
preceding  taxable  year  attributable  to 
such  corporation. 

(b)  In  the  case  of  an  affiliated  group 
which  has  filed  pursuant  to  the  pro¬ 
visions  of  paragraph  (c)  (2)  of  i  1.1502- 
lOA  a  declaration  of  estimated  tax  for  the 
taxable  year  for  which  a  consolidated 
return  is  filed,  any  addition  to  the  tax 
provided  by  section  6655  shall  be  deter¬ 
mined  by  reference  to  the  payments  made 
on  such  declaration  and  to  the  tax  shown 
on  the  consolidated  return. 
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(c)  In  the  application  of  section  6655 
(d)  (1)  with  respect  to  the  affiliated 
group  described  in  paragraph  (b)  of  this 
section,  the  “tax  shown  on  the  return” 
shall  be— 

(1)  If  the  group  filed  a  consolidated 
return  for  the  preceding  taxable  year, 
the  tax  shown  on  such  return,  or 

(2)  If  the  group  did  not  file  a  con¬ 
solidated  rettun  for  the  preceding  tax¬ 
able  year,  the  aggregate  of  the  taxes 
of  the  several  members  of  the  group 
shown  on  any  separate  returns  of  such 
corporations  for  the  preceding  taxable 
year,  plus  the  tax  shown  on  a  consoli¬ 
dated  return  for  the  preceding  taxable 
year  attributable  to  any  member  of  the 
group  which  Joined  in  a  consolidated 
return  with  another  affiliated  group  for 
such  preceding  taxable  year.  The  tax 
attributable  to  any  such  corporation 
which  Joined  in  a  consolidated  return 
shall  be  determined  by  allocating  the 
tax  shown  on  such  consolidated  return 
in  accordance  with  the  procedure  de¬ 
scribed  in  paragraph  (a)  of  this  section. 

(d)  In  the  application  of  section  6655 
(d)  (2)  with  respect  to  the  affiliated 
group  described  in  paragraph  (b)  of  this 
section,  the  “facts  shown  on  the  return” 
shall  be — 

(1)  If  the  group  filed  a  consolidated 
return  for  the  preceding  taxable  year, 
the  facts  shown  on  such  return,  or 

(2)  If  the  group  did  not  file  a  consol¬ 
idated  return  for  the  preceding  taxable 
year,  the  facts  shown  on  the  separate  re¬ 
turns  of  the  members  of  the  affiliated 
group  for  the  preceding  taxable  year  to¬ 
gether  with  the  facts  shown  on  a  con¬ 
solidated  return  for  the  preceding  tax¬ 
able  year  attributable  to  any  member  of 
the  group  which  Joined  in  a  consolidated 
return  with  another  affiliated  group  for 
such  preceding  taxable  year. 

§  1.1502— 50.4  Gain  on  sale  of  bond!>  and 
other  evidences  of  indebtedness. 

In  the  application  of  section  1232(a). 
if  one  member  of  the  affiliated  group 
acquires  a  bond  or  other  evidence  of  in¬ 
debtedness  from  another  member  of  the 
affiliated  group  during  a  consolidated 
return  period,  the  determination  of  the 
amount  which  is  treated  as  gain  from  the 
sale  or  exchange  of  property  which  is  not 
a  capital  asset  shall  be  made  by  includ¬ 
ing  in  the  period  of  time  during  which 
such  bond  or  other  evidence  of  indebted¬ 
ness  was  held,  the  period  of  time  during 
which  it  was  held  by  any  other  corpora¬ 
tion  which  transferred  it  in  a  transac¬ 
tion  to  which  paragraph  (b)(1)  (i)  of 
§  1.1502-31A  (or  the  corresponding 
provision  of  prior  consolidated  re¬ 
turns  regulations)  is  applicable  without 
regard  to  any  period  of  time  before  the 
last  sale  or  exchange  of  such  instrument 
to  which  such  section  is  not  applicable. 
In  the  application  of  section  1232(c),  If 
a  bond  or  other  evidence  of  indebtedness 
was  acquired  from  another  member  of  an 
affiliated  group  during  a  consolidated  re¬ 
turn  period,  then  the  bond  or  other  evi¬ 
dence  of  indebtedness  shall  be  deemed  to 
have  been  purchased  at  the  time  of,  and 
as  having  a  market  value  with  coupons 
attached,  determined  by  reference  to  the 
earliest  date  of  purchase  by  any  other 
corporation  which  transferred  it  in  a 
transaction  to  which  paragraph  (b)(1) 


(i)  of  S  1.1502-31A  (or  the  correspond¬ 
ing  provision  of  prior  consolidated  re¬ 
turns  regulations)  is  applicable  without 
regard  to  any  purchase  prior  to  the  last 
purchase  to  which  such  section  is  not 
applicable. 

§  1.1502— 51A  Credit  for  inveKlmenl  in 
certain  depreciable  property. 

(a)  Determination  o/  amount  of  con¬ 
solidated  credit — il")  In  general.  Except 
as  otherwise  provided  in  this  section, 
the  amount  of  the  consolidated  credit 
allowed  by  section  38  for  the  taxable 
year  is  the  aggregate  amount  of  the 
“credit  earned”  for  such  year  of  the 
several  members  of  the  affiliated  group. 
Such  amount  shall  be  referred  to  in  this 
section  as  the  “consolidated  credit 
earned”.  The  "credit  earned”  of  each 
member  of  the  affiliated  group  is  an 
amount  equal  to  7  percent  of  such  mem¬ 
ber’s  qualified  investment  (determined 
under  section  46(c) ) . 

(2)  Consolidated  limitation  based  on 
amount  of  tax.  (i)  Notwithstanding 
the  amount  of  the  consolidated  credit 
earned  for  the  taxable  year,  the  con¬ 
solidated  credit  allowed  by  section  38  to 
the  group  for  the  taxable  year  is  limited 
to— 

(a)  So  much  of  the  consolidated  lia¬ 
bility  for  tax  as  does  not  exceed  $25,000, 
plus 

(b)  25  percent  of  the  consolidated 
liability  for  tax  in  excess  of  $25,000. 

The  $25,000  amount  referred  to  in  (a) 
and  (b)  of  the  preceding  sentence  shall 
be  reduced  by  any  part  of  such  $25,000 
amount  apportioned,  under  section 
46(a)(5).  to  members  of  the  affiliated 
group  (as  defined  in  section  46(a)(5)) 
which  do  not  Join  in  the  filing  of  the 
consolidated  return.  The  amount  de¬ 
termined  \mder  this  subparagraph  shall 
be  referred  to  in  this  section  as  the 
“consolidated  limitation  based  on 
amoimt  of  tax”. 

(ii)  If  an  organization  to  which  sec¬ 
tion  593  applies  or  a  cooperative  orga¬ 
nization  described  in  section  1381(a) 
Joins  in  the  filing  of  the  consolidated 
return,  the  $25,000  amount  referred  to 
in  subdivision  (i)  (a)  and  (b)  of  this 
subparagraph  (or  such  $25,000  amount 
reduced  by  any  part  of  such  amoimt 
apportioned  to  members  of  the  affiliated 
group  which  do  not  Join  in  the  filing 
of  the  consolidated  return)  shall  be  ap¬ 
portioned  equally  among  the  members 
of  the  affiliated  group  filing  the  consoli¬ 
dated  return.  The  portion  of  such 
$25,000  amount  (or  such  reduced 
amount)  so  apportioned  equally  to  any 
such  organization  shall  then  be  decreased 
to  the  ratable  share  of  such  portion  in 
accordance  with  the  provisions  of  sec¬ 
tion  46(d).  Finally,  for  purposes  of 
computing  the  consolidated  limitation 
based  on  amount  of  tax  under  sub¬ 
division  (i)  (a)  and  (b)  of  this  sub- 
paragraph,  the  siun  of  all  such  equal 
portions  (as  decreased  under  section  46 
(d),  where  applicable)  of  each  member 
of  the  affiliate  group  filing  the  consoli¬ 
dated  return  shall  be  substituted  for  the 
$25,000  amount  referred  to  in  subdivision 
(i)  (a)  and  (b)  of  this  subparagraph. 

(3)  Consolidated  liability  for  tax.  For 
purposes  of  this  section,  the  consolidated 


liability  for  tax  shall  be  the  income  tax 
Imposed  for  the  taxable  year  upon  the 
group  by  chapter  1  of  the  Code  (includ¬ 
ing  the  2-percent  tax  on  consolidated 
taxable  income),  reduced  by  the  credit 
allowable  under  section  33  (relating  to 
taxes  of  foreign  countries  and  posses¬ 
sions  of  the  United  States).  The  tax 
imposed  by  section  531  (relating  to  im- 
podtlon  of  accumulated  earnings  tax) 
or  by  section  541  (relating  to  imposition 
of  personal  holding  company  tax)  shall 
not  be  considered  tax  impost  by  chap¬ 
ter  1  of  the  Code.  In  addition,  any  in¬ 
crease  in  tax  resulting  from  the  appli¬ 
cation  of  section  47  (relating  to  certain 
dispositions,  etc.,  of  section  38  property) 
shall  not  be  treated  as  tax  impo^  by 
chapter  1  for  purposes  of  computing  the 
consolidated  liability  for  tax. 

(b)  Carryback  and  carryover  of  con¬ 
solidated  unused  credit — (1)  Allotvance 
of  .consolidated  unused  credit  as  carry¬ 
back  or  carryover,  (i)  A  “consolidated 
unused  credit”  is  the  excess  of  the  con¬ 
solidated  credit  earned  for  the  taxable 
year  over  the  consolidated  limitation 
based  on  amount  of  tax  for  such  taxable 
year.  Subject  to  the  limitations  con¬ 
tained  in  subparagraphs  (2)  and  (9)  (i) 
of  this  paragraph,  a  consolidated  unused 
credit  shall  be  added  to  the  amoimt  al¬ 
lowable  as  a  credit  under  section  38  for 
the  years  to  which  the  consolidated  un¬ 
used  credit  can  be  carried.  The  year 
with  respect  to  which  a  consolidated  un¬ 
used  credit  arises  shall  be  referred  to  in 
this  section  as  the  "consolidated  unused 
credit  year". 

(11)  A  consolidated  unused  credit  shall 
be  an  investment  credit  carryback  to 
each  of  the  3  taxable  years  preceding 
the  consolidated  unused  credit  year  and 
shall  be  an  investment  credit  carryover 
to  each  of  the  5  taxable  years  succeed¬ 
ing  the  consolidated  unused  credit  year, 
except  that  a  consolidated  unused  cre^t 
shall  be  a  carryback  only  to  taxable  years 
ending  after  December  31,  1961.  A  con¬ 
solidated  unused  credit  must  be  carried 
first  to  the  earliest  of  the  8  taxable 
years  to  which  it  may  be  carried,  and 
then  to  each  of  the  other  7  taxable 
years  (in  order  of  time)  to  the  extent 
that  the  consolidated  unused  credit  may 
not  be  added  (be<»use  of  the  limitation 
contained  in  paragraph  (a)(2)  of  this 
section)  to  the  amount  allowable  as  a 
credit  under  section  38  for  a  prior  taxable 
year. 

(2)  Limitation  on  allotvance  of  con¬ 
solidated  investment  credit  carryback  or 
carryover.  The  amount  of  the  consoli¬ 
dated  investment  credit  carryback  or 
carryover  from  any  particular  unused 
credit  year  which  may  be  added  to  the 
amount  allowable  as  a  credit  under  sec¬ 
tion  38  for  any  of  the  3  preceding  or  5 
succeeding  taxable  years  to  which  such 
credit  may  be  carried  shall  not  exceed  the 
amount  by  which  the  consolidated  lim¬ 
itation  based  on  amount  of  tax  for  such 
preceding  or  succeeding  taxable  year  ex¬ 
ceeds  the  sum  of  (i)  the  consolidated 
credit  earned  for  such  preceding  or  suc¬ 
ceeding  year,  and  (11)  other  unused 
credits  carried  to  such  preceding  or  suc¬ 
ceeding  year  which  are  attributable  to 
unused  credit  years  prior  to  the  particu¬ 
lar  unused  credit  year. 
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(3)  Etfect  of  net  overatinn  Ion  carry¬ 
back.  U  the  effect  of  ft  net  operftting 
loss  canybftck  Is  to  create  a  consolidated 
unused  credit,  such  unused  credit  shall 
not  be  treated  as  a  consolidated  invest¬ 
ment  credit  carryback.  However,  the 
full  amount  of  the  unused  credit  so 
aiislnff  shall  be  avidlable  for  use  as  an 
Investment  credit  carryover  for  the  five 
taxable  years  following  the  consolidated 
unused  credit  year. 

(4)  Taxable  years  beginning  before 
January  1.  19€2.  and  ending  after  De¬ 
cember  31,  1961.  For  purposes  of  de¬ 
termining  the  amount  of  unused  credits 
which  may  be  carried  back  to  a  con¬ 
solidated  return  year  beginning  before 
January  1,  1962,  and  ending  after  De¬ 
cember  31, 1961,  and  added  to  the  amount 
allowable  as  a  credit  for  such  year.  Uie 
consolidated  limitation  based  on  amount 
of  tax  for  such  year,  determined  without 
regard  to  this  subparagraph,  shall  be  re¬ 
duced  to  an  amount  which  bears  the 
same  ratio  to  such  limitation  as  the 
number  of  days  in  such  taxable  year 
after  December  31.  1961,  bears  to  the 
total  number  of  days  in  such  year. 

(5)  Consolidated  investment  credit 
carryover.  The  consolidated  investment 
credit  carryover  which  may  be  added, 
subject  to  the  limitation  contained  in 
subparagraph  (2)  of  this  paragraph,  to 
the  amoimt  allowable  to  the  group  as 
a  credit  under  section  38  for  any  taxable 
year  shall  be— 

(i)  The  consolidated  unused  credits,  if 
any,  for  the  five  preceding  taxable  years 
to  the  extent  that  the  consolidated  un¬ 
used  credit  for  any  such  preceding  tax¬ 
able  year  is  not  attributable  to  a  corpo¬ 
ration  making  a  separate  return  or  Join¬ 
ing  in  a  consolidated  return  filed  by  an¬ 
other  afiUiated  group  for  the  taxable 
year  and  was  not  allowed  as  a  credit 
under  section  38  for  a  preceding  or  in¬ 
tervening  taxable  year,  and 

(ii)  With  respect  to  unused  credits  of 
a  corporation  arising  in  unused  credit 
years  for  which  such  corporation  filed  a 
separate  return  or  Joined  in  a  consolidat¬ 
ed  retxim  filed  by  another  affiliated 
group,  but  subject  to  the  limitation  pre¬ 
scribed  by  subparagraph  (7)  of  this 
paragraph,  such  unused  credits,  if  any, 
for  the  five  preceding  taxable  years  to 
the  extent  that  the  unused  credit  for  any 
such  preceding  taxable  year  was  not  al¬ 
lowed  as  a  credit  under  section  38  for  a 
preceding  or  intervening  taxable  year. 

(6)  Consolidated  investment  credit 
carryback.  The  consolidated  investment 
credit  carryback  which  may  be  added, 
subject  to  the  limitation  contained  in 
subparagraph  (2)  of  this  paragraph,  to 
the  amount  allowable  to  the  group  as  a 
credit  under  section  38  for  any  taxable 
year  shall  be — 

(i)  The  amount  of  the  consolidated 
unused  credit,  if  any,  for  the  first  suc¬ 
ceeding  taxable  year  (to  the  extent  not 
attributable  to  a  corporation  making  a 
separate  return  or  Joining  in  a  con¬ 
solidated  return  filed  by  another  af¬ 
filiated  group  for  the  taxable  year) ,  re¬ 
duced  to  the  extent  such  consolidated 
unused  credit  was  allowed  as  a  credit 
under  section  38  for  the  first  two  preced¬ 
ing  taxable  years. 


(ii)  The  amount  of  the  consolidated 
unused  credit,  if  any,  for  the  second  suc¬ 
ceeding  taxable  year  (to  the  extent  not 
attributable  to  a  corporation  making  a 
SQ)arate  return  or  Joining  in  a  con¬ 
solidated  return  filed  by  another  af¬ 
filiated  group  for  the  taxable  year) .  re¬ 
duced  to  the  extent  such  consolidated 
unused  credit  was  allowed  as  a  credit 
under  section  38  for  the  first  preceding 
taxable  year, 

(ill)  The  amount  of  the  epusolidated 
unused  credit,  if  any.  for  the  ;thlrd  suc¬ 
ceeding  taxable  year  (to  the  extent  not 
attributable  to  a  corporation  making  a 
separate  return  or  Joining  in  a  con¬ 
solidated  return  filed  by  another  affiliat¬ 
ed  group  for  the  taxable  year) ,  and 

(Iv)  With  respect  to  an  unused  credit 
of  a  corporation  arising  in  an  unused 
credit  year  for  which  such  corp(Mntion 
filed  a  separate  return  or  Joined  in  a 
consolidate  retmn  filed  by  another  af¬ 
filiated  group,  but  subject  to  the  limita¬ 
tion  prescribed  by  subparagraph  (7)  of 
this  paragraph — 

(a)  The  amount  of  the  unused  credit, 
if  any,  of  such  corporation  for  the  first 
succeeding  taxable  year,  reduced  to  the 
extent  such  unused  credit  was  allowed  as 
a  credit  under  section  38  for  the  first  two 
preceding  taxable  years, 

(b)  The  amount  of  the  imused  credit, 
if  any,  of  such  corporation  for  the  second 
succeeding  taxable  year,  reduced  to  the 
extent  such  unused  credit  was  allowed  as 
a  credit  under  section  38  for  the  first 
preceding  taxable  year,  and 

(c)  The  amount  of  the  imused  credit, 
if  any.  of  such  corporation  for  the  third 
succeeding  taxable  year. 

(7)  Limitation  on  investment  credit 
carryover  and  carryback  from  separate 
return  years.  (1)  For  any  taxable  year, 
the  amoxmt  Included  in  the  consolidated 
Investment  credit  carryover  of  the  group, 
under  subparagraph  (5)  (ii)  of  this  para¬ 
graph,  and  in  the  consolidated  invest¬ 
ment  credit  carryback  of  the  group,  un¬ 
der  subparagraph  (6)  (iv)  (a) ,  (b) ,  and 
(c)  of  this  paragraph,  shall  not  exceed 
the  limitation  determined  under  subdi¬ 
vision  (ii)  of  this  subparagraph. 

(11)  For  purposes  of  subdivision  (i)  of 
this  subparagraph,  the  Habitation  for 
any  taxable  year  shall  be  an  amount 
equal  to  the  amount  by  which  the  portion 
of  the  consolidated  limitation  based  on 
amoimt  of  tax  for  such  taxable  year  at¬ 
tributable  to  the  corporation  which  filed 
a  separate  return,  or  Joined  in  the  filing 
of  a  consolidated  return  by  another  affili¬ 
ated  group,  in  a  preceding  or  succeeding 
taxable  year  exceeds  the  sum  of — 

(a)  The  credit  earned  (as  defined  in 
paragraph  (a)  (1)  of  this  section)  of  such 
corporation  for  the  taxable  year,  and 

(b)  The  unused  credits  of  such  corpo¬ 
ration  (or  attributable  to  such  corpora¬ 
tion)  which  may  be  carried  to  the  tax¬ 
able  year  arising  in  unused  credit  years 
prior  to  the  particular  unused  credit 
year. 

(ill)  For  purposes  of  subdivision  (ii) 
of  this  subparagraph,  the  portion  of  the 
consolidated  limitation  ba^  on  amount 
of  tax  attributable  to  a  corporation  shall 
be  the  sum  of — 

(a)  So  much  of  the  consolidated 
liability  for  tax  attributable  to  such 


corporation  as  does  not  exceed  $25,000 
divided  by  the  number  of  corporations 
in  such  affiliated  group  (as  defined  in 
section  46(a)  (5) ) ,  and 

(b)  25  percent  of  so  much  of  the  con¬ 
solidated  liability  for  tax  attributable  to 
such  corporation  as  exceeds  $25,000 
divided  by  the  number  of  corporations 
in  such  affiliated  group  (as  defined  in 
section  46(a)(5)). 

(iv)  For  purposes  of  subdivision  (iii) 
of  this  subparagraph,  the  consolidated 
liability  for  tax  attributable  to  a  cor¬ 
poration  is  the  consolidated  liability  for 
tax  for  the  taxable  year  multiplied  by 
the  ratio  which — 

(a)  The  taxable  income,  if  any,  of  such 
corporation,  bears  to 

(b)  The  aggregate  of  the  taxable  in¬ 
comes  of  the  several  members  of  the 
idfiliated  group  having  taxable  income. 

For  purposes  of  the  preceding  sentence, 
taxable  income  of  a  corporation  means 
the  taxable  income  of  such  corporation 
included  in  the  computation  of  consoli¬ 
dated  taxable  Income  for  the  taxable 
year  decreased  by  its  deductions  under 
secUons  181,  243,  244,  245,  247,  and  922 
(and  in  the  case  of  a  member  of  an  af¬ 
filiated  group  to  which  the  consolidated 
section  175  deduction  is  applicable,  the 
section  175  deduction),  increased  by  its 
separate  net  capital  gain,  and  increased 
or  decreased,  as  the  case  may  be.  with 
respect  to  its  separate  gains  or  losses 
from  involuntary  conversions  subject  to 
the  provisions  of  section  1231,  and  from 
sales  or  exchanges  of  property  subject 
to  the  provisions  of  section  1231. 

(8)  Consolidated  unused  credit  attrib¬ 
utable  to  each  of  the  several  members — 
(1)  In  general.  It  an  affiliated  group 
filing  a  consolidated  return  has  a  “con¬ 
solidated  unused  credit'*  for  a  taxable 
year  and  if  there  are  included  as  mem¬ 
bers  of  such  group  one  or  more  corpora¬ 
tions  which  made  separate  returns,  or 
Joined  in  a  consolidated  return  filed  by 
another  affiliated  group,  for  any  of  the 
three  preceding  or  five  (or  six  in  the  case 
of  a  section  181  deduction)  succeeding 
taxable  years,  the  portion  of  such  con¬ 
solidated  unused  credit  for  such  consoli¬ 
dated  unused  credit  year  attributable  to 
such  corporations  severally  shall  be 
determine,  such  portion  in  the  case  of 
any  such  corporation  being  determined 
under  the  provisions  of  subdivisions  (ii) 
and  (iii)  of  this  subparagraph. 

(ii)  Carryback.  In  the  case  of  a 
carryback  of  a  consolidated  unused 
credit  to  a  taxable  year  for  which  the 
corporation  made  a  separate  return  or 
Joined  in  a  consolidated  return  filed  by 
another  affiliated  group,  the  portion  of 
such  consolidated  unused  credit  for  the 
consolidated  unused  credit  year  attrib¬ 
utable  to  such  corporation  shall  be  an 
amount  equal  to  the  amount  of  such  con¬ 
solidated  unused  credit  multiplied  by  the 
ratio  which — 

(a)  The  credit  earned  (as  defined  in 
paragraph  (a)(1)  of  this  section)  of  such 
corporation  for  the  consolidated  unused 
credit  year,  bears  to 

(b)  The  consolidated  credit  earned  (as 
defined  in  paragraph  (a)(1)  of  this  sec¬ 
tion)  for  such  consolidated  unused  credit 
year. 
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(iii)  Carryover.  In  the  case  of  a 
carryover  of  a  consolidated  unused  credit 
to  (or  a  section  181  deduction  for)  a 
taxable  year  for  which  the  corporation 
makes  a  separate  return  or  Joins  in  a 
consolidated  return  filed  by  another  aflU> 
iated  group,  the  portion  of  such  consoli¬ 
dated  unus^  credit  for  the  consolidated 
unused  credit  year  attributable  to  such 
corporation  shall  be  an  amount  equal  to 
the  amount  of  such  consolidated  unused 
credit  multiplied  by  the  ratio  which — 

(a)  The  portion  of  the  consolidated 
credit  earned  with  respect  to  any  section 
38  property  placed  in  service  in  the  con¬ 
solidated  unused  credit  year  and  owned 
by  such  corporation  (whether  or  not 
placed  in  service  by  such  corporation)  at 
the  close  of  the  last  day  with  respect  to 
which  the  taxable  income  of  such  cor¬ 
poration  is  included  in  the  consolidated 
return,  bears  to 

(b)  The  consolidated  credit  earned  for 
such  consolidated  unused  credit  year. 

(9)  Consolidated  unused  credit  before 
or  after  consolidated  return  period,  (i) 
The  consolidated  unused  credit  of  an 
afBliated  group  filing  a  consolidated  re¬ 
turn  shall  be  used  in  computing  the  con¬ 
solidated  investment  credit  carryover  or 
carryback  to  (or  section  181  deduction 
for)  a  subsequent  (or  preceding)  taxable 
year  of  the  group  notwithstanding  that 
one  or  more  members  of  the  group  in  the 
consolidated  unused  credit  year  make 
separate  returns  (or  Join  in  a  consoli¬ 
dated  return  made  by  another  affiliated 
group)  for  such  subsequent  (or  preced¬ 
ing)  taxable  year,  but  only  to  the  extent 
that  such  consolidated  unused  credit  is 
not  attributable  (as  determined  under 
subparagraph  (8)  of  this  paragraph)  to 
the  several  corporations  making  separate 
returns  (or  Joining  in  a  consolidated  re¬ 
turn  made  by  another  affiliated  group) 
for  such  subsequent  (or  preceding)  tax¬ 
able  year. 

(ii)  The  portion  of  such  consolidated 
unused  credit  attributable  to  the  several 
corporations  making  separate  returns  (or 
Joining  in  a  consolidated  return  made  by 
another  affiliated  group)  for  a  subse¬ 
quent  (or  preceding)  taxable  year  (re¬ 
duced  to  the  extent  allowed  as  a  credit 
under  section  38  for  a  prior  taxable  year) 
.shall  be  used  by  such  corporations  sev¬ 
erally  as  investment  credit  carryovers  (or 
carrybacks)  to  such  separate  returns  or 
such  consolidated  returns  of  another 
affiliated  group  or  as  section  181  deduc¬ 
tions  on  such  separate  returns  (or  such 
consolidated  return  of  another  affiliated 
group) . 

(10)  Rules  with  respect  to  unused 
credits  under  section  381.  (i)  If,  in  the 


computation  of  the  consolidated  invest¬ 
ment  credit  carryover,  there  is  included 
an  amoimt  with  respect  to  an  xmused 
credit  of  a  corporation,  arising  in  a 
taxable  year  for  which  it  filed  a  separate 
return  or  for  which  such  <M>rporation 
Joined  in  a  consolidated  return  filed  by 
another  affiliated  group,  which  is  a 
transferor  or  distributor  of  assets  within 
the  meaning  of  section  381(a)  to  a  mem¬ 
ber  of  the  affiliated  group,  the  amount 
included  in  the  consolidated  investment 
credit  carryover  with  respect  to  such 
transferor  or  distributor  shall  not  exceed 
the  limitation  contained  in  subpara¬ 
graph  (7)  of  this  paragraph  determlnMl 
with  reference  to  the  acquiring  corpo¬ 
ration.  The  computation  shall  be  made 
as  described  in  subparagraph  (7)  of  this 
paragraph  as  though  the  acquiring  cor¬ 
poration  had  an  imused  credit  In  a  year 
for  which  it  filed  a  separate  return  or 
for  which  such  acquiring  corporation 
had  Joined  in  a  consolidated  return  filed 
by  another  affiliated  group. 

(ii)  If,  in  addition  to  the  amount  de¬ 
scribed  in  subdivision  (i)  of  this  sub- 
paragraph,  there  is  included  an  amount 
with  respect  to  an  tmused  credit  of  the 
acquiring  corporation  in  a  year  for  which 
it  filed  a  separate  return  or  for  which  it 
Joined  in  a  consolidated  return  filed  by 
another  affiliated  group,  the  unused 
credits  of  both  the  acquiring  corpora¬ 
tion  and  the  transferor  or  distributor 
corporation  which  may  be  taken  into 
account  as  imused  credits  in  determin¬ 
ing  the  consolidated  investment  credit 
carryover  may  not  exceed  the  limitation, 
determined  with  reference  to  the  acquir¬ 
ing  corporation,  computed  in  a  manner 
described  in  subparagraph  (7)  of  this 
paragraph. 

(ill)  For  purposes  of  subdivisions  (i) 
and  (ii)  of  this  subparagraph,  if  the 
treuQsferor  or  distributor  corporation 
was  a  member  of  another  affiliated  group 
which  filed  a  consolidated  return,  the 
amount  of  the  consolidated  unused 
credit  of  such  affiliated  group,  if  any, 
attributable  to  such  transferor  or  dis¬ 
tributor,  shall  be  treated  as  the  unused 
credit  of  such  corporation. 

(c)  Early  dispositions,  etc.,  of  section 
38  property — (1)  Dispositions  of  section 
38  property  during  and  after  consoli¬ 
dated  return  period.  Except  as  pro¬ 
vided  in  subparagraph  (2)  of  this  para¬ 
graph — 

(1)  If  property  placed  in  service  In  a 
consolidated  return  period  is  dlqxMed  of 
or  otherwise  ceases  to  be  section  38  prop¬ 
erty.  or  becomes  public  utility  proper^, 
with  respect  to  any  corporation  during 
any  taxable  year  (whether  consolidated 
or  separate),  the  provisions  of  section 
47(a)  (1)  or  (2).  as  the  case  may  be. 


shall  apply  (whether  such  property  was 
placed  in  service  by  such  corporation  or 
was  received  by  such  corporation  in  an 
intercompany  transaction  to  which  sub- 
paragraph  (2)  (i)  of  this  paragraph  ap¬ 
plied)  and  the  increase  in  tax.  if  any, 
shall  be  added  to  the  tax  liability  of  such 
group  or  such  corporation,  as  the  case 
may  be. 

(ii)  If  property  placed  in  service  in 
a  separate  return  year  is  disposed  of 
or  ceases  to  be  section  38  property,  or 
becomes  public  utility  property,  with  re¬ 
spect  to  any  corporation  during  a  tax- 
itole  year  for  which  such  corporation 
Joins  in  the  filing  of  a  consolidated  re¬ 
turn,  the  provisions  of  section  47(a)  (1) 
or  (2),  as  the  case  may  be,  shall  apply 
and  the  increase  in  tax,  if  any,  shall 
be  added  to  the  tax  liability  of  such 
group. 

(2)  Exceptions,  (i)  For  purposes  of 
sections  46(c)  and  47(a)(1),  a  transfer 
of  section  38  property  from  one  member 
of  an  affiliated  group  to  another  mem¬ 
ber  of  such  group  in  an  intercompany 
transaction  during  a  consolidated  re¬ 
turn  period  shall  not  be  treated  as  a 
disposition  or  cessation.  The  preceding 
sentence  shall  not  apply  to  a  transfer  of 
section  38  property  unless  such  property 
was  placed  in  service  by  a  member  of  the 
group  in  a  consolidated  return  period  of 
such  group. 

(ii)  If,  in  any  taxable  year,  section  38 
property  placed  in  service  during  a  con¬ 
solidated  return  period  Is  disposed  of  by 
one  member  of  an  affiliated  group  to  an¬ 
other  member  of  such  group  which  is  an 
organization  to  which  section  593  applies 
or  a  cooperative  organization  described 
in  section  1381(a),  the  tax  under  chap¬ 
ter  1  of  the  Code  for  such  taxable  year 
shall  be  increased  by  an  amount  equal 
to  the  aggregate  decrease  in  the  credits 
allowed  under  section  38  for  all  prior 
taxable  years  which  would  result  solely 
from  treating  such  property,  for  pur¬ 
poses  of  determining  qualified  invest¬ 
ment,  as  placed  in  service  by  such  or¬ 
ganization  to  which  section  593  applies 
or  such  cooperative  organization  de¬ 
scribed  in  section  1381(a),  as  the  case 
may  be,  but  with  due  regard  to  the  use 
of  the  property  before  such  transfer. 
The  consolidated  investment  credit 
carrybacks  and  carryovers  shall  be  ad¬ 
justed  under  the  principles  of  section 
47(a)(3)  by  reason  of  such  change  in 
use. 

(Secs.  1502  and  7805  of  the  Internal  Revenue 
Code  of  1054;  68A  Stat.  887,  017;  26  C.S.C. 
1502  and  7805) 

(FJt.  Doc.  66-8813;  Filed,  Sept.  7,  1066; 
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DEPARTMENT  OF  THE  TREASURY 

Internal  Revenue  Service 
[  26  CFR  Part  1  1 

CONSOLIDATED  RETURN 
REGULATIONS 

Notice  of  Proposed  Rule  Making 

Pursuant  to  the  Administrative  Pro¬ 
cedure  Act,  approved  June  11,  1946,  reg¬ 
ulations  proposed  to  be  prescribed  as 
{S  1.1502-14, 1.1502-19, 1.1502-25, 1.1502- 
31,  1.1502-32,  and  1.1502-33  were  pub¬ 
lished  in  tentative  form  with  a  notice  of 
proposed  rule  making  in  the  Federal 
Register  for  October  1,  1965  (30  F.R. 
12575 ) .  Notice  is  hereby  given  that  such 
proposed  regulations  are  withdrawn. 

Further,  notice  is  hereby  given,  pursu¬ 
ant  to  the  Administrative  Procedure  Act, 
that  the  regulations  set  forth  in  tentative 
form  below  are  proposed  to  be  prescribed 
by  the  Commissioner  of  Internal  Reve¬ 
nue,  with  the  approval  of  the  Secretary 
of  the  Treasury  or  his  delegate.  Prior 
to  the  final  adoption  of  such  regulations, 
consideration  will  be  given  to  any  com¬ 
ments  or  suggestions  pertaining  thereto 
which  are  submitted  in  writing,  in  dupli¬ 
cate,  to  the  Commissioner  of  Internal 
Revenue,  Attention:  CJC:LR:T,  Wash¬ 
ington,  D.C.  20224,  within  the  period  of 
30  days  from  the  date  of  publication  of 
this  notice  in  the  Federal  Register.  Any 
person  submitting  written  comments  or 
suggestions  who  desires  an  opportunity 
to  comment  orally  at  the  public  hearing 
which  will  be  held  on  these  proposed  reg¬ 
ulations  should  submit  his  request,  in 
writing,  to  the  Commissioner  within  the 
30-day  period.  Notice  of  the  time,  place, 
and  date  of  the  public  hearing  are  pub¬ 
lished  simultaneously  herewith.^  The 
proposed  regulations  are  to  be  issued  un¬ 
der  the  authority  contained  in  sections 
1502  and  7805  of  the  Internal  Revenue 
Code  of  1954  (68A  Stat.  367,  917;  26 
U.S.C.  1502,7805). 

[seal!  Robert  L.  Jack, 

Acting  Commissioner  of 
Internal  Revenue. 

The  Income  Tax  Regulations  (26  CFR 
Part  1)  under  subchapter  A  of  chapter 
6  of  the  Internal  Revenue  Code  of  1954, 
relating  to  consolidated  returns,  are 
amended  by  revising  the  regulations  un¬ 
der  section  1502  as  follows: 

Paragraph  1.  Section  1.1502-14  is 
added  to  read  as  follows: 

§  1.1502-14  Stork,  bonds,  and  other  oh* 
ligations  of  members. 

(a)  Intercompany  distributions  with 
respect  to  stock — (1)  Dividends.  A 
dividend  distributed  by  one  member  to 


another  member  during  a  consolidated 
return  year  shall  be  eliminated.  For 
purposes  of  this  paragraph,  the  term 
“dividend”  means  a  distribution  which  is 
described  in  section  301(c)(1)  other 
than  a  distribution  described  in  section 
243(c)(1). 

(2)  Section  301  distributions  out  of 
other  than  earnings  and  profits,  (i)  No 
gain  shall  be  recognized  to  the  distribu¬ 
tee  on  a  distribution  with  respect  to 
stock,  from  one  member  to  another 
member  during  a  consolidated  return 
year,  which  is  described  in  section  301 
(c)  (2)  or  (3).  Such  distribution  shall 
be  applied  against  and  reduce  the  ad¬ 
justed  basis  (computed  by  taking  into 
account  any  adjustment  under  S  1.1502- 
32)  of  such  stock  in  the  distributing 
corporation  held  by  the  distributee,  and 
to  the  extent  such  distribution  exceeds 
the  adjusted  basis,  the  excess  shall  be  (or 
shall  be  added  to)  the  excess  loss  ac¬ 
count  (see  SS  1.1502-19  and  1.1502-32) 
for  such  stock  in  the  distributing  corpo¬ 
ration  held  by  the  distributee.  For  ex¬ 
ample,  corporation  P  and  its  wholly 
owned  subsidiary,  corporation  S,  are 
members  of  a  group  filing  consolidated 
returns  on  a  calendar  year  basis.  On 
December  31,  1966,  S  distributed  to  P 
with  respect  to  its  stock  $5,000  cash  and 
land  with  an  adjusted  basis  to  S  of  $6,000 
and  a  fair  market  value  of  $5,000.  No 
part  of  the  distribution  constituted  a 
dividend.  Oh  December  31,  1966,  P  had 
an  adjusted  basis  of  $3,000  in  the  stock  of 
S.  The  $10,000  amount  distributed  is 
treated  as  follows:  $3,000  is  applied 
against  and  reduces  the  adjusted  basis 
of  the  stock  to  zero,  and  $7,000  is  treated 
as  P’s  excess  loss  account  for  its  stock  in 
S.  No  gain  is  recognized  by  P.  Pur¬ 
suant  to  §  1.1502-31(b)(l)  and  section 
301(d)  (2)  P’s  basis  in  the  land  is  $5,000. 

(b)  Intercompany  distributions  in' 
cancellation  or  redemption  of  all  or  part 
of  the  stock  of  the  distributing  corpora¬ 
tion — (1)  General  rule.  Except  as  pro¬ 
vided  in  subparagraph  (2)  of  this  para¬ 
graph  and  in  S  1.1502-19,  no  gain  or  loss 
shall  be  taken  into  account  on  the  re¬ 
ceipt,  during  a  consolidated  return  year, 
by  one  member  of  property  (Including 
cash)  distributed  in  cancellation  or  re¬ 
demption  of  all  or  a  part  of  the  stock  of 
another  member. 

(2)  Cash  in  excess  of  basis.  If  a  dis¬ 
tribution  described  in  subparagraph  (1) 
of  this  paragraph,  other  than  a  distribu¬ 
tion  to  which  section  332  applies,  includes 
cash  in  excess  of  the  sum  of  the  adjusted 
basis  (determined  after  taking  into  ac¬ 
count  any  adjustment  under  i  1.1502-32) 
of  the  stock  of  the  distributing  corpora¬ 
tion  held  by  the  distributee  which  was 
canceled  or  redeemed,  plus  any  liabilities 
assumed  by  the  distributee  (or  to  which 
the  property  received  is  subject),  gain 
shall  be  taken  into  account  to  the  extent 
of  such  excess. 


(3)  Definition  of  distributions  in  can¬ 
cellation  or  redemption.  For  purposes 
of  this  paragraph,  a  distribution  is  in 
cancellation  or  redemption  of  all  or  a 
part  of  stock  only  if — 

(1)  It  is  in  complete  liquidation  of  the 
distributing  corporation, 

(11)  It  is  in  partial  liquidation  of  the 
distributing  corporation  within  the 
meaning  of  section  346,  and  such  corpo¬ 
ration  remains  a  member  of  the  group 
immediately  after  the  distribution,  or 

(ill)  It  is  a  distribution  in  redemption 
of  the  stock  of  the  distributing  corpora¬ 
tion  to  which  section  302(a)  applies,  and 
such  corporation  remains  a  member  of 
the  group  immediately  after  the  distri¬ 
bution. 

(c)  Treatment  of  distributing  corpo¬ 
ration — (1)  Deferral  in  other  than  a 
complete  liquidation.  Except  as  pro¬ 
vided  in  subparagraph  (2)  of  this  para¬ 
graph,  to  the  extent  gain  or  loss  is  recog¬ 
nized  to  the  distributing  corporation  on 
a  distribution  described  in  paragraph 
(a)  or  (b)  of  this  section  (including  any 
amount  which  is  treated  as  gain  under 
secUon  311,  336,  341(f)(2).  1245(a)(1). 
or  1250(a)  (1) ),  such  gain  or  loss  shall  be 
deferred  by  the  distributing  corporation. 
Such  deferred  gain  or  loss  shall  be  taken 
into  account  by  the  distributing  corpora¬ 
tion  at  the  time  and  in  the  manner  speci¬ 
fied  in  paragraphs  (d),  (e),  and  (f)  of 
S  1.1502-13,  as  if  such  (Ustiibuting  cor¬ 
poration  were  a  “selling  member”  and 
the  distributee  were  a  “purchasing  mem¬ 
ber.” 

(2)  Complete  liquidations.  Gain  or 
loss  shall  te  taken  into  account  by  the 
distributing  corporation  on  a  complete 
liquidation,  during  a  consolidated  return 
year,  of  one  member  into  another  mem¬ 
ber.  in  the  same  manner  and  to  the  same 
extent  as  if  separate  returns  were  filed. 

(d)  Gains  and  losses  on  obligations  of 
members — (1)  Deferral  of  gain  or  loss. 
TO  the  extent  gain  or  loss  is  recognized 
imder  the  Code  to  a  member  (referred  to 
in  this  paragraph  as  a  “creditor  mem¬ 
ber”)  during  a  consolidated  return  year 
because  of  a  sale  or  other  disposition 
(other  than  a  redemption  or  cancella¬ 
tion)  of  an  obligation  of  another  member 
(referred  to  in  this  paragraph  as  the 
“debtor  member”),  whether  or  not  such 
obligation  is  evidenced  by  a  security,  such 
gain  or  loss  shall  be  deferred.  As  used 
in  this  paragraph,  the  term  “loss”  in¬ 
cludes  a  deduction  because  of  the  worth¬ 
lessness  of.  or  a  deduction  for  a  reason¬ 
able  addition  to  a  reserve  for  bad  debts 
with  respect  to.  an  obligation  described 
in  this  subparagraph.  For  treatment  of 
premium  and  discount  with  respect  to 
obligations  described  in  this  subpara¬ 
graph,  see  i  1.1502-13  (b). 

(2)  Restoration  of  gain  or  loss  where 
obligation  leaves  group.  If  an  obligation 
described  in  subparagraph  (1)  of  this 
paragraph  is  sold  or  dispo^  of  to  a  non- 


•  See  F.R.  Doc.  66-9910,  infra. 
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member  (or  If  the  member  holding  the 
obligation  becomes  a  nonmember),  any 
gain  or  loss  deferred  under  subparagraph 
(1)  of  this  paragraph  with  respect  to 
such  obligation  (whether  arising  because 
of  such  disposition  or  because  of  an 
earher  intercompany  disposition)  shall 
be  taken  into  accoimt  ratably  over  the 
remaining  term  of  the  obligation. 

(3)  Restoration  of  gain  or  loss  on 
other  events.  All  gain  or  loss  deferred 
with  respect  to  an  obligation  under  sub- 
paragraph  (1)  of  this  paragraph  which 
has  not  been  taken  into  account  under 
subparagraph  (2)  of  this  paragraph  shall 
be  taken  into  account  immediately  before 
the  occurrence  of  the  earliest  of  the  fol¬ 
lowing  events: 

(i)  When  the  creditor  member  ceases 
to  be  a  member. 

(ii)  When  the  obligation  is  redeemed 
or  cancelled. 

(iii)  When  the  stock  of  the  debtor 
member  is  considered  to  be  disposed  of 
under  subdivision  (i).  (iii),  (iv),  (v), 
or  (Vi)  of  :  1.1502-19(b)  (2) . 

On  the  occurrence  of  the  event  described 
in  subdivision  (i)  of  this  sul^ragraph, 
the  deferred  gain  or  loss  of  the  creditor 
member  leaving  the  group  shall  be  taken 
into  accoxmt.  On  the  occurrence  of  any 
other  event  described  in  this  sul^Jara- 
graph,  the  deferred  gain  or  loss  of  each 
creditor  member  shall  be  taken  into 
account. 

(4)  Character  of  deferred  gain  or  loss. 
The  character  of  gain  or  loss  deferred 
imder  subparagraph  (1)  of  this  para¬ 
graph  shall  be  determined  at  the  time 
of  the  transaction  as  if  such  transaction 
had  not  occurred  diiring  a  consolidated 
return  year. 

(5)  Inheritance  of  deferred  items. 
Subparagraph  (3)  (i)  of  this  paragraph 
shall  not  apply  if  the  creditor  member 
ceases  to  be  a  member  because  its  assets 
are  acquired  by  one  or  more  members  in 
an  acquisition  to  which  section  381(a) 
applies.  The  member  acquiring  the 
greatest  portion  of  the  assets  (measured 
by  fair  market  value)  of  the  creditor 
member  shall  be  subject  to  the  provisions 
of  this  paragrsqjh  with  respect  to  the 
remsdning  deferred  gain  or  loss.  If  two 
or  more  members  acquire  the  same  por¬ 
tion  (which  Is  greater  than  that  suxiuired 
by  any  other  member) .  the  common  par¬ 
ent  shall  select  which  such  member  shall 
be  subject  to  such  provisions. 

Par.  2.  Section  1.1502-15  is  amended  by 
adding  paragraph  (b).  The  added  pro¬ 
vision  reads  as  follows: 

§  1.1502—15  Limitations  on  certain  de¬ 
ductions. 

•  •  •  •  • 

(b)  Other  limitation.  No  loss  shall  be 
allowed  upon  the  sale  or  other  disposition 
of  stock,  bonds,  or  other  obligations  of  a 
member  or  former  mnnber  to  the  extent 
tluat  such  loss  is  attributable  to  a  dis¬ 
tribution — 

(1)  Made  in  an  affiliated  year  begin¬ 
ning  before  January  1,  1966,  out  of  earn¬ 
ings  and  profits  accumulated  before  the 
date  on  which  the  distributing  corpora¬ 
tion  became  a  member  or, 

(2)  Made  in  an  affiliated  year  begin¬ 
ning  after  December  31,  1965,  for  which 


separate  returns  were  filed,  out  of  earn¬ 
ings  and  profits  accumulated  before  the 
date  on  which  the  distributing  corpora¬ 
tion  became  a  member. 

Par.  3.  Section  1.1502-19  is  added  to 
read  as  follows: 

§1.1502—19  Excess  loMcs. 

(a)  Recognition  of  income — (1)  In 
general.  Immediately  before  the  dis¬ 
position  (as  defined  in  paragraph  (b) 
of  this  section)  of  stock  in  a  subsidiary, 
there  shall  be  included  in  the  Income 
of  each  member  disposing  of  such  stock 
that  member’s  excess  loss  account  (de¬ 
termined  under  S§  1.1502-14  and  1.1502- 
32)  with  respect  to  the  stock  disposed 
of.  Such  income  shall  be  treated  as  gain 
from  the  sale  of  the  stock  (that  is,  as 
capital  gain  or  ordinary  income,  as  the 
case  may  be)  unless,  at  the  time  of  the 
disix>sition,  such  subsidiary’s  net  worth 
is  zero.  In  such  case  such  income  shall 
be  treated  as  ordinary  income  except  to 
the  extent  that  the  taxpayer  establishes 
to  the  satisfaction  of  the  Commissioner 
that  the  excess  loss  account  is  attribut¬ 
able  to  capital  losses  of  the  subsidiary 
which  reduced  long-term  capital  gains 
of  the  group,  section  1231  losses  of  the 
subsidiary  which  reduced  section  1231 
gains  of  the  group,  or  distributions  by 
the  subsidiary  from  other  than,  earnings 
and  profits  which  would  have  been  tax¬ 
able  to  the  distributee  as  long-term 
capital  gain  if  separate  returns  had  been 
filed,  in  which  case  such  income  shall 
be  treated  as  gain  from  the  sale  of  the 
stock.  For  purposes  of  this  paragraph, 
a  subsidiary’s  net  worth  shall  be  con¬ 
sidered  to  be  zero  if  the  then  fair  mar¬ 
ket  value  of  its  assets  is  less  than  the 
sum  of — 

(1)  All  its  UabUities, 

(ii)  All  liabilities  which  were  dis¬ 
charged  during  consolidated  return 
years  to  the  extent  such  discharge  would 
have  resulted  in  “cancellation  of  in¬ 
debtedness  income”  but  for  the  insol- 
venejmf  the  subsidiary,  and 

(iii)  The  amount  to  which  stock  of 
the  subsidiary  which  is  limited  and  pre¬ 
ferred  as  to  dividends  is  entitled  in 
liquidation. 

(2)  Prior  law.  To  the  extent  the  ex¬ 
cess  loss  account  is  attributable  to  an 
adjustment  under  i  1.1502-32(d)  which 
was  not  subsequently  reduced  under 
§  1.1502-32(c)  (3).  it  shall  be  taken  into 
account  in  the  same  manner  as  it  would 
have  been  taken  into  account  under 
regulations  effective  for  taxable  years 
beginning  before  January  1,  1966.  For 
example,  assume  that  P  is  the  common 
parent  of  a  group  which  filed  a  con¬ 
solidated  retiirn  for  1965.  During  such 
taxable  year  a  member  of  the  group, 
corporation  S,  sustained  a  loss  of  $100, 
all  of  which  was  availed  of  in  the  con¬ 
solidated  return  for  1965.  P  organized 
S  on  January  1,  1965,  with  a  contribu¬ 
tion  to  capital  of  $80  and  a  $10  loan. 
The  group  files  a  consolidated  return  for 
1966.  Under  9  1.1502-32(d),  P’s  basis 
for  the  stock  in  S  as  of  January  1,  1966 
is  reduced  to  zero,  and  P  has  an  excess 
loss  account  with  respect  to  such  stock 
of  $20.  No  part  of  the  reduction  for 


losses  availed  of  is  applied  to  reduce  the 
basis  of  the  debt.  During  1966,  S  has 
earnings  and  profits  of  $5,  and  under 
9  L1502-32(c)  (3) ,  P’s  excess  loss  account 
for  its  stock  of  S  is  reduced  to  $15.  On 
December  31,  1966,  P  sells  the  stock  of 
8  for  $5.  P  realizes  a  $5  gain  on  such 
sale.  In  addition,  the  excess  loss  ac¬ 
count  of  $15  is  applied  to  reduce  the 
basis  of  S’s  obligations  to  zero,  and  the 
balance  is  otherwise  taken  into  account 
in  the  same  manner  and  to  the  same 
extent  as  it  would  have  been  taken  into 
account  under  the  regulations  applicable 
to  1965. 

(b)  Disposition — (1)  Disposition  of 
particular  share.  Except  as  otherwise 
provided  in  paragraphs  (d)  and  (e)  of 
this  section,  a  member  shall  be  con¬ 
sidered  for  purposes  of  this  section  as 
having  disposed  of  a  share  of  stock  in  a 
subsidiary — 

(1)  On  the  day  such  share  is  trans¬ 
ferred  to  any  person,  or 

(ii)  On  the  day  such  member  receives 
a  distribution  in  cancellation  or  redemp¬ 
tion  of  such  stock  (as  defined  in  9  1.1502- 
14(b)(3)). 

(2)  Disposition  of  all  shares.  Except 
as  otherwise  provided  in  paragraphs  (d) 
and  (e)  of  t)^  section,  a  member  shall 
be  considered  for  purposes  (rf  this  section 
as  having  dlqxtsed  of  all  of  its  shares  of 
stock  in  a  subsidiary — 

(1)  On  the  day  such  subsidiary  ceases 
to  be  a  member, 

(ii)  On  the  day  such  member  ceases 
to  be  a  member, 

(iii)  On  the  last  day  of  each  taxable 
year  of  such  subsidiary  in  which  any  of 
its  stock  is  wholly  worthless,  or  in  which 
an  indebtedness  of  the  subsidiary  is  dis¬ 
charged  if  such  discharge  would  have 
resulted  in  "cancellation  of  indebtedness 
income”  but  for  the  insolvency  of  the 
subsidiary, 

(iv)  On  the  last  day  Of  each  taxable 
year  of  the  subsidiary  for  which  the 
Commissioner  is  satisfied  that  10  percent 
or  less  of  the  face  amount  of  any  obliga¬ 
tion  for  which  the  subsidiary  is  person¬ 
ally  liable  (primarily  or  secondarily)  is 
recoverable  at  maturity  by  its  creditors, 

(v)  On  the  day  on  which  a  member 
transfers  an  obllgration  for  which  the 
subsidiary  is  personally  liable  (primarily 
or  secondarily)  to  any  notunember  for  an 
amount  which  is  25  percent  or  less  of  the 
face  amoiuit  such  obligation,  or 

(vi)  On  the  last  day  of  the  taxable 
year  preceding  the  first  taxable  year  for 
which  the  group  does  not  file  a  con¬ 
solidated  return. 

(c)  Effect  of  chain  of  ownership — (1) 
Multiple  dispositions.  If  the  stock  of 
more  than  one  subsidiary  is  disposed  of 
in  the  same  transaction,  paragraph 
(a)  (1)  of  this  section  shall  be  applied  in 
the  order  of  the  tiers,  from  the  lowest  to 
the  highest. 

(2)  Examples.  The  provisions  of  this 
paragraph  may  be  Illustrated  by  the 
following  examples: 

Example  {!).  Assume  tbat  oorpontilon  P 
owns  all  the  stock  of  corporation  S  with  an 
adjusted  basis  of  aero  and  an  excess  loss 
account  of  $5,  that  S  owns  all  the  stock  of 
corporation  T  with  an  adjusted  basts  ot  aero 
and  an  excess  loss  accoxmt  of  $1S,  and  that 
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T  owns  all  of  the  stock  of  c(xi>oraUon  U  with 
an  adjusted  basis  of  aero  and  an  excess  loss 
account  of  $10.  If  T  sells  the  stock  of  U  to  a 
nonmember,  T  will  realise  Income  of  $10,  T’s 
earnings  and  profits  will  be  Increased  by  $10 
(see  i  1.1503-3S(c)(3))  and  S's  excess  loss 
account  with  resp^  to  T%  stock  will  bo 
reduced  to  $5  (see  I  1.1502-32  (b)  (2)  (1)  and 
(c)(3)).  S's  earnings  and  profits  will.  In 
turn,  be  Increased  by  $10  (see  f  1.1602-33(c) 
(4) )  and  P’s  excess  loss  account  with  respect 
to  S's  stock  will  be  reduced  to  zero,  and  Its 
basis  for  S's  stock  will  be  Increased  to  $5. 

Example  (2).  Assume  the  same  facts  as 
In  example  (1)  except  that  the  stock  of  T, 
rather  than  the  stock  of  U,  Is  sold  to  a 
nonmember.  Since  U  ceases  to  t>e  a  member 
by  reason  of  the  sale,  T  as  well  as  S  Is  con¬ 
sidered  to  have  disposed  of  stock  of  a  sub¬ 
sidiary  In  the  same  transaction.  Since  U 
is  the  lowest  tier  subsidiary,  this  section  Is 
applied  first  with  respect  to  the  excess  loss 
account  relating  to  the  stock  of  U  with  the 
same  result  as  in  example  (1).  This  sec¬ 
tion  Is  then  also  applied  with  respect  to  the 
stock  of  T.  Thus,  In  addition  to  the  result 
in  example  (1),  S  will  realize  Income  of  $5. 
and  P's  basis  for  S's  stock  will  be  increased 
by  $5  to  $10. 

Example  (3).  Corporation  P  Is  the  com¬ 
mon  parent  of  an  afflliated  group  which  filed 
a  consolidated  return  for  1966.  Corporations 
SI  and  82  are  wholly  owned  subsidiaries  of 
P  organized  on  Jemuary  1,  1966.  Corpora¬ 
tion  T  was  also  organized  on  January  1, 
1966,  its  stock  l>elng  owned  76  percent  by  82 
and  25  percent  by  SI.  P  originally  Invested 
$300  in  the  stock  of  81  and  $200  In  the 
stock  of  82;  81  and  82  originally  Invested 
$50  and  $160,  respectively.  In  the  stock  of 
T.  For  the  year  1966,  there  were  the  fol¬ 
lowing  earnings  and  profits  or  deficits,  com¬ 
puted  without  regard  to  |  1.1502-33(c)  (4) : 

81  .  $50 

82  .  0 

T . (400) 


There  were  no  consolidated  net  losses.  Un¬ 
der  1  1.1502-32(c)  the  basis  and  excess  loss 
accounts  would  be  as  follows: 


81  in 
T 

82  in 
T 

P  in 
81 

P  In 
82 

Original  liMis . 

Dellclt  of  T . 

Eariiinrs  and  prolUs  of  61.... 

$M 

(100) 

tiso 

(300) 

$300 

(100) 

60 

$200 

(300) 

Bast:!  or  (excess  loss  account) . 

(50) 

(160) 

260 

(100) 

Assume  that  the  group  does  not  file  a  con¬ 
solidated  return  for  1967.  As  of  December 
31,  1966,  the  following  adjxistments  would  be 
made: 


81  in 
T 

82  in 
T 

Pin 

81 

Pin 

82 

Ilasl.<i  or  (excess  loss  account). 

($60) 

($160) 

$260 

($100) 

Income  to  81 . . . . 

60 

Adiustment  under  {1.1602- 
32(b)(2) . 

60 

Inooiiie  to  82 _ _ 

160 

Adjustment  under  |l.t602- 
S'itbXJ) . 

160 

Biisls  of  stock . 

0 

0 

300 

60 

(d)  Transfers  of  stock  of  subsidiary 
within  the  group — (1)  In  general. 
A  transfer  of  stock  of  a  subsidiary  from 
one  member  to  another  member  in  a 
consolidated  return  year  shall  not  be 
treated  as'  a  disposition  for  purposes  of 
paragraph  (b)  of  this  section  if  the  basis 
of  such  stock  in  the  hands  of  the  trans¬ 
feree  is  determined  by  reference  to  the 


basis  of  such  stock  in  the  hands  of  the 
transferor.  In  such  case,  the  transferee 
member  shall  succeed  to  the  transferor 
member’s  excess  loss  account  with  re¬ 
spect  to  the  transferred  stock. 

(2)  Contributions  to  capital.  If  the 
transferor  in  a  transfer  described  in  sub- 
paragraph  (1)  of  this  paragraiA  owns 
or  receives  stock  in  the  transferee,  the 
transferor’s  excess  loss  account  for  the 
transferred  stock  shall  also  be  immedi¬ 
ately  applied  to  reduce  the  basis,  if  any, 
of  the  stock  which  the  transferor  owns  or 
receives  in  the  transferee.  ’The  excess, 
if  any.  over  such  basis  shall  be  the  trans¬ 
feror’s  excess  loss  account  with  reflect 
to  the  stock  owned  or  received.  See 
examples  (5)  and  (6)  of  paragraph  (f> 
of  this  section. 

(e)  Nontaxable  liquidations  and  re¬ 
organizations  to  which  the  subsidiary  is 
a  party.  If.  in  a  consolidated  return 
year,  a  subsidiary  is  the  transferor  or  dis¬ 
tributor  corporation  and  another  mem¬ 
ber  is  the  acquiring  corporati(Hi  in  a 
transaction  to  which  section  381(a)  ap¬ 
plies,  any  member  owning  stock  in  such 
subsidiary  shall  not,  by  reason  of  such 
transaction,  be  considered  for  purposes 
of  paragraph  (b)  of  this  section  as  hav¬ 
ing  disposed  of  the  stock  of  such  subsid¬ 
iary.  If.  pursuant  to  such  transaction, 
the  member  owning  stock  in  such  sub¬ 
sidiary  receives  stock  in  another  member 
in  exchange  for  the  owning  member’s 
stock  in  such  subsidiary,  then  any  excess 
loss  account  with  respect  to  the  stock  of 
the  subsidiary  shall  applied  to  reduce 
the  basis,  to  the  extent  thereof,  of  the 
stock  in  such  other  member  owned  or 
received  by  the  owning  member,  and  any 
excess  over  such  basis  shall  be  treated  as 
an  excess  loss  account  with  respect  to 
such  stock.  For  example,  assume  that 
corporation  P  owns  all  the  stock  of  cor¬ 
poration  S  with  an  adjusted  basis  of  zero 
and  an  excess  loss  accoimt  of  $20.  If  S 
is  liquidated  into  P  in  a  liquidation  to 
which  section  334(b)  (1)  aj^lies,  the  $20 
excess  loss  account  is  eliminated.  How¬ 
ever,  if  S  is  merged  into  corporation  T 
(another  member)  in  a  transaction  de¬ 
scribed  in  section  368(a)(1)(A).  P  will 
apply  $20  against  and  reduce  the  basis  of 
any  stock  of  T  which  P  owns,  or  receives 
pursuant  to  the  merger,  and  any  excess 
over  such  basis  will  be  P’s  excess  loss  ac¬ 
count  with  respect  to  T’s  stock. 

(f)  Examples.  This  section  may  be 
illustrated  by  the  following  examples: 

Example  (I).  Corporation  P  is  the  com¬ 
mon  pcuvnt  of  an  afflliated  group  which  files 
consolidated  returns  for  1966  through  1970. 
Included  In  the  group  for  all  such  years  are 
corporations  81  and  82  which  are  wholly 
owned  by  P,  corporation  T  which  Is  osmed 
40  percent  by  P,  and  60  percent  by  82.  and 
corporation  U  which  is  wholly  owned  by  T. 
81,  82,  T,  and  U  were  each  organized  on  Jan¬ 
uary  1,  1966,  with  the  following  investments 
being  made  in  their  stock. 


P  in  81 . $50 

P  In  82 . 110 

PlnT .  40 

82  In  T .  60 

T  In  U . 60 


During  the  period  1966-1970,  81.  82,  T,  and 
U  made  no  distributions  and  had  the  fol¬ 
lowing  earnings  and  profits  or  deficits  com¬ 
puted  srlthout  regard  to  f  1.1503-3S(c)  (4) : 


81  . ($70) 

82  . .  100 

T  . . -  (120) 

U  .  (80) 


There  were  no  consolidated  net  losses  In 
1966-1970.  Under  i  1.1502-S2(c)  the  basis 
and  excess  loss  accounts  for  the  stock  of  81. 
82,  T,  and  U  would  be  as  follows: 


Tin 

U 

Pin 

T 

82  In 
T 

Pin 

82 

Pin 

81 

Original  basis . 

$60 

$40 

$60 

$110 

$.<>0 

Earnings  and  profits 
or  (deficits): 

of  U . 

(80) 

(32) 

(48) 

(48) 

ofT . 

of  82  . 

(48) 

(W) 

(TJ) 

100 

of  81 . 

(70) 

Basis  or  (excess  loss 

account) . 

(30) 

(40) 

(60) 

00 

(20) 

On  January  1,  1971,  P  sells  Its  stock  In  81  to 
an  unrelated  person  for  $10.  The  group  files 
a  consolidated  return  for  1971.  P  must  In¬ 
clude  In  Its  income  for  1971  the  $20  in  its 
excess  loss  account  for  81  and  the  $10  gain 
from  the  sale  of  the  stock  of  81. 

Example  (2).  Assume  the  same  facts  as 
in  example  (1)  except  that  P  does  not  sell  Its 
stock  In  81,  but  on  January  1.  1971,  P  sells 
its  stock  in  82  to  an  unrelated  person  for 
$170.  Since  82,  T,  and  U  have  ceased  to  be 
members  of  the  group,  the  following  adjust¬ 
ments  must  be  made: 


T  in 
U 

Pin 

T 

82  in 
T 

P  In 
82 

Basis  or  (excess  loss  account). 

($30) 

($40) 

($60) 

$00 

T’s  excess  loss  account  In  U 
(see  paragrapti  (c)  of  tills 

section) . 

30 

12 

18 

18 

(28) 

(42) 

106 

S2's  excess  loss  account  in  T 
(see  paragrapli  (c)  of  tliis 

42 

42 

section) . . 

P's  excess  loss  account  in  T.. 

28 

1.60 

Basis  or  (excess  loss  account). 

0 

0 

0 

160 

Fm*  the  year  1971,  P.  82.  and  T  would  In¬ 
clude  In  their  Incomes  $28,  $42,  and  $30, 
respectively.  In  addition,  P  would  have  a 
gain  of  $20  from  the  sale  of  the  stock  of  82, 
zero  bases  for  its  stock  In  T  and  81.  and  a 
$20  excess  account  for  Its  stock  In  81. 

Example  (J).  Assume  the  same  facts  as 
In  example  (2).  except  that  a  consolidated 
return  Is  not  filed  for  1971.  As  of  Decem¬ 
ber  31.  1970,  P.  82,  and  T  would  Include  In 
their  Incomes  $28,  $42,  and  $30,  respectively 
(see  example  (2) ).  and  P  would  have  a  $160 
basis  for  its  stock  in  82  and  a  dividend  of 
$40  from  82  (see  1  1.1502-32(e) )  and  zero 
bases  for  Its  stock  In  T  and  81.  In  addition, 
P  would  Include  In  Its  Income  $20  with  re¬ 
spect  to  Its  excess  loss  account  in  81  and 
would  have  a  zero  basis  for  Its  stock  In  81. 
In  1971,  P  would  have  a  gain  of  $20  from  the 
sale  of  Its  stock  In  82. 

Example  (4).  Assume  the  same  facts  as 
In  example  (1),  except  that  P  does  not  sell 
Its  stock  In  81,  but  on  January  1,  1969,  T 
redemis  for  $30  cash,  in  a  transaction  quali¬ 
fying  under  section  346,  one  half  of  Its  stock 
held  by  P.  P  has  Income  In  1971  of  $20,  and 
P's  excess  loss  account  for  its  remaining 
stock  in  T  Is  reduced  to  $20.  In  addlUoo,  P 
has  a  gain  of  $30  on  the  redemption  of  the 
stock  of  T. 

Example  (5).  Assume  the  same  facts  as 
In  example  (1),  except  that  Instead  of  sell¬ 
ing  Its  stock  In  81  to  an  iinrelated  person.  P 
transfers  Its  stock  In  81  to  T  In  exchange 
for  stock  In  T  In  a  transaction  to  which  sec¬ 
tion  351  applies.  P’s  excess  loss  account  of 
$20  for  the  stock  In  81  which  was  transferred 


11848 


PROPOSED  RULE  MAKING 


to  T  increases  P’s  excess  loss  account  for  its 
stock  In  T  from  $40  to  $60.  In  addition.  T 
has  a  zero  basis  and  an  excess  loss  account 
of  $20  for  the  stock  it  acquired  in  SI. 

Example  (6).  Assume  the  same  facts  as 
in  example  (1),  except  that  P  does  not  sell 
its  stock  in  SI,  but  on  January  1,  1969,  S2 
is  liquidated  into  P  in  a  transaction  to  which 
section  332  applies  (and  to  which  section 
334(b)(2)  does  not  apply).  P’s  excess  loss 
account  for  lU  stock  in  S2  is  eliminated. 
No  income  is  realized  by  S2  by  reason  of  its 
dlstrlbuUon  to  P  of  Its  stock  In  T.  S2’b 
excess  loss  account  of  $60  for  its  stock  in  T  is 
added  to,  and  is  merged  with.  P’s  excess  loss 
account  for  its  stock  in  T.  Thus.  P  has  an 
excess  loss  account  of  $100  for  all  its  stock 
in  T. 

(g)  Foreign  expropriation  losses. 
The  application  of  this  section  to  for¬ 
eign  expropriation  losses  is  reserved 
pending  the  issuance  of  further  regula¬ 
tions. 

Pab.  4.  Section  1.1502-25  is  added  to 
read  as  follows : 

§  1.1502— 2.'>  Consolidated  section  922 
deduction. 

(a)  In  g  e  n  er  al.  The  consolidated 
section  922  deduction  for  the  taxable 
year  shall  be  determined  by  multiplsdng 
the  fraction  specified  in  section  922(2) 
by  that  portion  of  the  consolidated  tax¬ 
able  income  attributable  to  those  mem¬ 
bers  of  the  group  which  are  Western 
Hemisphere  trade  corporations  for  such 
year. 

(b>  Definition  of  Western  Hemisphere 
trade  corporation.  For  purpioses  of 
paragraph  (a)  of  this  section,  in  deter¬ 
mining  w'hether  a  member  is  a  Western 
Hemisphere  trade  corporation,  the  def¬ 
inition  contained  in  section  921  shall 
be  applied  to  such  member  separately. 
For  purposes  of  applying  the  gross  in¬ 
come  tests  of  section  921  to  such  mem¬ 
ber,  the  gross  income  of  such  member 
for  a  consolidated  return  year  shall  be 
determined  as  if  such  member  had  filed 
a  separate  return,  except  that — 

( 1 )  Gains  and  losses  on  intercompany 
transactions  shall  be  refiected  in  gross 
Income  in  the  manner  provided  by 
§  1.1502-13; 

(2)  Gains  and  losses  on  transactions 
with  respect  to  stock,  bonds,  or  other  ob¬ 
ligations  of  members  of  the  group  shall 
be  refiect  ed  in  gross  income  in  the  man¬ 
ner  provided  by  §§  1.1502-14  and  1.1502- 
19;  and 

(3)  The  adjustments  prescribed  by 
SS  1.1502-18  and  1.1502-32  sliall  be  made. 

(c)  Portion  of  consolidated  taxable 
income  attributable  to  Western  Hemi¬ 
sphere  trade  corporations.  For  purposes 
of  paragraph  (a)  of  this  section,  the 
portion  of  the  consolidated  taxable  in¬ 
come  attributable  to  those  members  of 
the  group  which  are  Western  Hemisphere 
trade  corporations  is  an  amount  equal 
to  the  consolidated  taxable  income  mul¬ 
tiplied  by  a  fraction,  the  numerator  of 
which  is  the  sum  of  the  separate  taxable 
incomes  of  those  Western  Hemisphere 
trade  corporations  having  separate  tax¬ 
able  income,  and  the  denominator  of 
which  is  the  sum  of  the  separate  taxable 
incomes  of  all  of  the  members  having 
separate  taxable  income.  For  purposes 
of  this  paragraph,  the  separate  taxable 


Income  of  a  member  shall  be  determined 
under  i  1.1502-12,  adjusted  for  the  fol¬ 
lowing  it«ns  taken  into  account  in  the 
computation  of  consolidated  taxable 
income: 

(1)  The  portion  of  the  cmisolidated 
net  operating  loss  deduction,  the  consoli¬ 
dated  charitable  contributions  deduc¬ 
tion,  and  the  consolidated  dividends  re¬ 
ceived  deduction,  attributable  to  such 
member; 

(2)  Such  member’s  net  csqiital  gain 
(determined  without  regard  to  any  net 
capital  loss  carryover  attributable  to 
such  member) ; 

(3)  Such  member’s  net  capital  loss 
and  section  1231  net  loss,  reduced  by  the 
portion  of  the  consolidated  net  capital 
loss  attributable  to  such  member;  and 

(4)  The  portion  of  any  consolidated 
net  capital  loss  carryover  attributable  to 
such  member  which  is  absorbed  in  the 
taxable  year. 

Par.  5.  Section  1.1502-31  is  added  to 
read  as  follows: 

§  1.1502—31  Basis  of  property. 

(a)  Deferred  intercompany  transac¬ 
tions.  The  basis  of  property  acquired 
by  a  purchasing  member  in  a  deferred 
intercompany  transaction  shall  be  de¬ 
termined  as  if  separate  returns  were  filed. 
Thus.  if.  in  a  deferred  Intercompany 
transaction.  S  sells  property  with  an  ad¬ 
justed  basis  of  $80  to  P  for  $100,  the  basis 
of  such  prc^ierty  in  the  hands  of  P  shall 
be  $100  even  though,  under  $  1.1502-13,  S 
defers  its  $20  gain  on  the  sale. 

(b)  Basis  after  liquidation  or  inter¬ 
company  distributions  with  respect  to 
stock — (1)  Distributions  in  kind.  The 
basis  of  pr(H>erty  received  in  a  distribu¬ 
tion  to  which  section  301  applies  shall  be 
determined  as  if  separate  returns  were 
filed. 

(2)  Liquidations  and  redemptions. 

(i)  The  basis  of  pre^rty  a(X]uir^  in  a 
liquidation  to  which  section  332  aiH>lies 
shall  be  determined  as  if  separate  returns 
w«e  filed. 

(ii)  The  aggregate  basis  of  all  prop¬ 
erty  acquired  in  a  distribution  in  cancel¬ 
lation  or  redemption  of  stock  (as  de¬ 
fined  in  S  1.1502-14(b)  (3) )  by  a  member 
to  another  member,  other  than  a  liquida¬ 
tion  to  which  section  332  applies,  shall 
be  the  same  as  the  adjusted  basis  of  the 
stock  exchanged  therefor  (adjusted  in 
accordance  with  the  rules  prescribed  in 
S  1.1502-32(a)),  increased  by  the 
amoimt  of  any  liabilities  of  the  distrib¬ 
uting  corporation  assumed  by  the  dis¬ 
tributee  or  to  which  the  property  ac¬ 
quired  is  subject,  and  reduced  by  the 
amount  of  cash  received  in  the  distri¬ 
bution.  Such  aggregate  basis  shall  be 
allocated  among  the  assets  received  (ex¬ 
cept  cash)  in  proportion  to  the  fair 
market  values  of  such  assets  on  the  date 
received. 

Par.  6.  Section  1.1502-32  is  added  to 
read  as  follows: 

§  1.1502—32  Investment  adjusimrnl. 

(a)  In  general.  As  of  the  end  of  each 
consolidated  return  year,  the  basis  of  the 
stock  (other  than  stock  which  is  limited 
and  preferred  as  to  dividends)  of  each 
subsidiary  shall  be  adjusted  in  the  man¬ 


ner  prescribed  in  paragraph  (c)  of  this 
section.  If  a  subsidlsu^  owns  stock  in 
any  other  subsidiary,  the  adjustment 
with  reflect  to  the  stock  of  the  higher 
tier  subsidiary  shall  not  be  made  until 
after  the  adjustment  is  made  with  re¬ 
spect  to  the  stock  of  the  lower  tier  sub¬ 
sidiary.  In  the  case  of  a  disposition  (as 
defined  in  9  1.1502-19(b) )  of  stock  of  a 
subsidiary  before  the  end  of  the  taxable 
year,  the  adjustment  with  respect  to 
such  stock  shall  be  made  as  of  the  date  of 
disposition.  The  adjustment  required 
by  this  section  is  in  addition  to  any  ad¬ 
justments  otherwise  required  (including 
reductions  in  basis  under  section  301 

(c)(2)). 

(b)  Amount  of  adjustment — (1)  In 
general.  The  amount  of  the  adjust¬ 
ment  referred  to  in  paragraph  (a)  of  this 
section  with  respect  to  the  stock  of  any 
subsidiary  shall  be  the  difference  be¬ 
tween  the  positive  adjustment  described 
in  subparagraph  (2)  of  this  paragraph, 
and  the  negative  adjustment  described 
in  subparagraph  (3)  of  this  paragraph. 
Such  difference  is  referred  to  in  this  sec¬ 
tion  as  the  “net  positive  adjustment”  or 
the  “net  negative  adjustment”,  as  the 
case  may  be. 

(2)  Positive  adjustment.  The  posi¬ 
tive  adjustment  shall  be  the  sum  of — 

(i)  The  amoimt  of  the  earnings  and 
profits  of  the  subsidiary  for  the  taxable 
year  as  determined  under  9  1.1502-33, 
but  without  regard  to  any  distributions 
made  during  the  taxable  year; 

(ii)  The  portion  of  any  consolidated 
net  operating  loss  for  the  taxable  year 
attributable  to  such  subsidiary  (as  de¬ 
termined  under  9  1.1502-79) ;  and 

(iii)  The  portion  of  any  consolidated 
net  capital  loss  for  the  taxable  year  at¬ 
tributable  to  such  subsidiary  (as  deter¬ 
mined  under  9  1.1502-79) . 

(3)  Negative  adjustment.  The  nega¬ 
tive  adjustment  shall  be  the  sum  of — 

(i)  The  amount  of  the  deficit  in  earn¬ 
ings  and  profits  of  the  subsidiary  for  the 
taxable  jrear  (as  determined  under 
9  1.1502-33); 

(ii)  Any  net  operating  loss  or  net 
capital  loss  attributable  to  the  subsidiary 
ias  determined  under  9  1.1502-79)  which 
is  sustained  in  a  prior  or  subsequent 
separate  return  year  or  consolidated  re¬ 
turn  year  and  is  carried  over  or  back  and 
absorbed  in  the  taxable  year; 

(ill)  Distributions  made  by  the  sub¬ 
sidiary  during  the  taxable  year  out  of 
earnings  and  profits  of  the  taxable  year 
^or  earnings  and  profits  acciunulated  in 
'  consolidated  return  years  beginning 
after  December  31, 1965;  and 

(iv)  Distributions  made  by  the  sub¬ 
sidiary  during  the  taxable  irear  to  other 
members  out  of  earnings  and  profits 
accumulated  in  separate  return  years  for 
which  the  subsidiary  was  not  a  member 
on  each  day  of  the  texable  irear. 

(c)  Application  of  adjustment — (1) 
In  general.  The  entire  adjustment  with 
respect  to  each  subsidiary  shall  be  allo¬ 
cated  to  the  stock  of  the  subsidiary 
(other  than  stock  which  is  limited  and 
preferred  as  to  dividends)  owned  by 
other  members  on  the  date  of  the  adjust¬ 
ment.  even  if  less  than  100  percent  of  the 
subsidiary’s  outstanding  stock  is  oamed 
by  memters. 
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(2)  Net  negative  adjustment.  A  mem¬ 
ber  owning  stock  In  the  subsidiary  shall 
apply  its  aUocable  share  of  the  net  nega¬ 
tive  adjustment  to  reduce  Its  basis  for 
such  stock.  Any  excess  of  such  adjust¬ 
ment  over  basis  Is  herein  referred  to  as 
such  member’s  “excess  loss  account.” 

(3)  Net  positive  adjustment.  A  mem¬ 
ber  owning  stock  In  the  subsidiary  shall 
apply  its  allocable  share  of  the  net  posi¬ 
tive  adjustment  to  reduce  Its  excess  loss 
account.  If  any.  with  respect  to  such 
stock.  Any  excess  of  such  adjustment 
over  the  excess  loss  account  shall  be  ap¬ 
plied  to  increase  the  member’s  basis  for 
such  stock. 

(4)  Subsequent  investment.  If  a 
member  transfers  property  to  a  sub¬ 
sidiary  as  a  contribution  to  capital,  or 
acquires  stock  in  the  subsidiary  (other 
than  stock  which  is  limited  and  preferred 
as  to  dividends),  then  the  amount  of 
the  member’s  excess  loss  accoimt  (with 
respect  to  the  stock  of  the  subsidiary) 
at  the  time  of  the  contribution  or  acquisi¬ 
tion  shall  be  reduced  to  the  extent  of  the 
basis  of  the  property  contributed  or  stock 
acquired,  and  the  basis  of  the  stock 
acquired  shall  be  decresised  by  the 
amount  of  such  reduction. 

(5)  Excess  loss  account.  With  re¬ 
spect  to  the  time  and  manner  for  taking 
into  account  the  excess  loss  account,  see 
§  1.1502-19. 

(d)  Transitional  rule.  If  any  sub¬ 
sidiary  Joined  in  filing  (or  was  required 
to  Join  in  filing)  a  consolidated  return 
for  a  taxable  year  beginning  before 
January  1, 1966  (whether  or  not  with  the 
same  group) ,  then  for  pxirposes  of  deter¬ 
mining  the  basis  of  stock  of  such  sub¬ 
sidiary  as  of  the  first  day  of  the  first 
taxable  year  to  which  this  section  ap¬ 
plies,  $  1.1502-34A  (b)  (2)  and  (c)  shall 
be  applied  with  respect  to  the  stock 
(other  than  stock  which  is  limited  and 
preferred  as  to  dividends)  of  such  sub¬ 
sidiary  owned  by  each  member  as  if  such 
stock  were  disposed  of  on  such  date.  If 
the  amount  of  deductions  for  losses 
availed  of  under  S  1.1502-34A  (b)  (2)  or 
(c)  (2)  exceeds  the  sum  of  the  aggregate 
bases  of  such  stock  owned  by  each  mem¬ 
ber,  such  excess  shall  be  allocated  to 
such  stock  in  accordance  with  paragraph 
(c)(1)  of  this  section  and  shall  be  treated 
as  an  excess  loss  account  with  respect  to 
such  stock.  See  S  l-1502-19(a)  (2)  with 
respect  to  the  treatment  of  such  excess 
loss  account. 

(e)  Adjustment  on  disposition — (1) 
In  general.  As  of  the  last  day  of  the 
taxable  year  preceding  the  first  separate 
return  year  of  a  subsidiary,  such  sub¬ 
sidiary  shall  be  treated  as  having  dis¬ 
tribute  to  each  member  such  member’s 
entire  allocable  share  (as  determined  un¬ 
der  paragraph  (c)(1)  of  this  section)  of 
the  amount  referred  to  in  subparagraph 
(2)  of  this  paragraph,  and  each  such 
member  shall  be  treated  as  having  im¬ 
mediately  contributed  such  amount  to 
the  capital  of  such  subsidiary. 

(2)  Computation.  The  amoimt  refer¬ 
red  to  in  subparagraph  (1)  of  this  para¬ 
graph  is  the  lesser  of — 

(i)  The  accumulated  earnings  and 
profits  of  the  subsidiary,  or 


(ii)  The  excess  of — 

(a)  The  net  positive  adjustments  un¬ 
der  paragraph  (c)  (3)  of  this  section  for 
all  consolidated  return  years,  over 

(b)  The  net  negative  adjustments  un¬ 
der  paragraph  (c)  (2)  of  this  section  for 
all  consolidated  return  years. 

(3)  Example.  This  paragraph  may  be 
illustrated  by  the  following  example: 

Example.  Asaume  that  In  1967  corpora¬ 
tion  P  organizes  corporation  S.  Investing  6500 
for  all  of  S's  stock.  For  the  taxable  year 
1967,  S  has  earnings  and  proAts  of  9100,  thus 
Increasing  P's  basis  In  S’s  stock  to  9600  on 
the  last  day  of  1967.  On  December  31,  1967, 
P  sells  one-half  of  Its  stock  In  S  to  a  non¬ 
member  for  9350.  S  will  be  treated  as  hav¬ 
ing  distributed  a  9100  dividend  to  P.  and  P 
wlU  be  treated  as  having  contributed  9100 
to  the  capital  of  S.  P’s  gain  on  the  sale  wlU 
be  950,  and  Its  basis  for  Its  remaining  stock 
In  S  will  be  9300.  S’s  earnings  and  profits 
will  be  reduced  under  {  1.1503-33  to  aero. 

(f)  Section  334(b)(2)  adjustments. 
If  a  subsidiary  is  liquidated  pursuant  to 
section  332  and  the  basis  of  the  assets 
distributed  is  determined  under  section 
334(b)(2),  the  adjustments  required  by 
this  section  shall  be  modified  to  the  ex¬ 
tent  necessary  to  avoid  duplications  of 
afijustments  required  by  section  334(b> 
(2)  and  the  regulations  thereunder. 

(g)  Examples.  This  section  may  be 
illustrated  by  the  following  examples: 

Example  (1).  On  January  1,  1967,  cor¬ 
poration  P  acquires  all  of  the  stock  of 
corporation  S  for  91.000.  On  that  date  S 
had  accumulated  earnings  and  profits  of 
9200.  In  1967,  S  had  no  earnings  and  profits 
and  distributed  9100;  In  1968,  S  had  earn¬ 
ings  and  profits  of  9150;  In  1969,  8  had  a 
deficit  of  930  and  made  a  distribution  (on 
the  last  day  of  the  year)  of  9300;  In  1970,  S 
had  a  deficit  of  93,000;  In  1971  S  had  earn¬ 
ings  and  profits  of  95,000,  and  made  a  dis¬ 
tribution  of  91.000;  In  January-June  1973. 
S  had  no  earnings  and  profits  and  made  a 
distribution  of  92,000.  Consolidated  returns 
were  filed  for  1967-1973  In  which  there  were 
no  consolidated  net  losses.  On  June  30. 
1972,  the  stock  of  S  was  sold  to  an  unrelated 
person.  P’s  basis  In  S’s  stock  on  June  30. 
1972,  Is  computed  as  follows; 


Cost  . 91.000 

1967 — Distribution  of  preaflllla- 
tlon  earnings _  (100) 


Basis  _ _ _  900 

1968 — Earnings  and  profits _  150 


Basis  _  1,050 

1969— Deficit .  (930) 

Distribution  of  1967- 

1969  earnings _ (130) 

Distribution  of  preallUla- 
tlon  earnings _  (80)  (330) 


Basis  _  830 

1970— Deficit  .  (2,000) 


Excess  loss  account _ (1, 180) 

1971 — Earnings  and 

profits  _ _ _  95,000 

Distribution  of  1971  earn¬ 
ings  .  (1,000)  4,000 


Basis  _  2, 820 

1972— DUtrlbutlon  of  1967-1971 
earnings  _ _ _ (2,000) 


Basis  on  June  30,  1972 _  830 


Example  (2).  On  January  1.  1966,  cor¬ 
poration  P  organized  a  whoUy  owned  sub¬ 
sidiary,  corporation  S;  on  the  same  date  S 


organized  a  wholly  owned  subsidiary,  cor¬ 
poration  T.  P  Invested  91.000  In  the  stock 
of  S;  S  Invested  9600  In  the  stock  of  T. 
Consolidated  returns  are  filed  for  the  years 
1966-1968  for  which  there  were  no  con¬ 
solidated  net  losses.  Earnings  and  profits 
and  deficits  of  T  were  as  follows: 


T  , 

1966 .  (9150) 

1967.. .  (900) 

1968  . .  600 

1969  .  (100) 


Earnings  and  profits  and  deficits  of  S.  deter¬ 
mined  without  regard  to  |  1.1502-33(c)  (4), 
were  as  follows: 


S 

1966  _  9100 

1967  .  200 

1968  _  (1000) 

1969.. .  500 


On  December  31, 1969,  the  adjusted  bases  and 
excess  loss  accounts  for  the  stock  of  S  and  T 
would  be  c(xnputed  as  follows: 

S  in  T  Pins 


Original  basis _ _  9600  91.000 

1966; 

Deficit  of  T .  (150)  (150) 

Earnings  and  profits  of  S _  lOO 


BasU .  450  950 

1967: 

Deficit  of  T _  (900)  (900) 

Earnings  and  profits  of  S _ _  300 


Basis  or  (excess  loss 
account)  _ _ (450  )  350 

1968: 

Earnings  and  profits  of  T.  600  000 

Deficit  of  S . . . .  (1,000) 


Basis  or  (excess  loss 
account)  _  150  (150) 

1969: 

Deficit  of  T .  (100)  (100) 

Earnings  and  profits  of  3 _  500 


Basis  . . -  60  250 

Example  (3).  Assume  that  corporation  P 
purchased  the  stock  of  corporation  S  for 
960,000  at  the  beginning  of  the  calendar  year. 
On  August  15,  P  sold  the  stock  of  S  for 
970,000.  A  consolidated  return  Is  filed  by  P 
and  S  for  the  calendar  year.  S  had  a  940.000 
net  operating  loss  and  deficit  for  the  period  It 
was  Included  in  the  consolidated  return, 
while  P  had  910,000  Income  for  the  taxable 
year  (computed  without  regard  to  any  gain 
or  loss  on  the  sale  of  S’s  stock) .  In  comput¬ 
ing  P’s  gain  on  the  sale  of  the  stock.  P’s  basis 
for  such  stock  was  decreased  by  940.000,  the 
amount  of  S’s  deficit,  and  Increased  by  the 
portion  of  the  consolidated  net  operating  or 
capital  loss  for  the  taxable  year  attributable 
to  S  under  i  1.1502-70(a)  (3).  Since  there 
were  no  such  consolidated  losses  for  the  tax¬ 
able  year.  P’s  basis  for  S’s  stock  was  920,000 
and  P’s  gain  was  950,000. 

Example  (4).  Assume  the  same  facts  as 
In  example  (3)  except  that  P  sold  the  stock 
of  S  for  930,000.  In  such  case,  there  was  a 
consolidated  net  capital  loss  for  the  taxable 
year  none  of  which  was  attributable  to  S. 
and  a  consolidated  net  operating  loss  for 
the  taxable  year  of  930,000,  all  of  which  was 
attributable  to  S.  P’s  basis  for  Its  stock  In 
S  was  950,000  (original  basis  of  960,000. 
minus  S’s  deficit  of  940,000,  plus  the  con¬ 
solidated  net  operating  loss  attributable  to 
8  of  930,000).  and  P's  loss  on  the  sale  of 
S’s  stock  was  930,000. 

Example  (5).  Assume  that  corporation  P, 
the  common  parent  of  a  group,  purchased 
stock  of  corporation  8  on  January  1.  1966. 
for  950.000.  On  December  31.  1966,  P  sold 
the  stock  of  8  for  980,000.  A  consolidated 
return  was  filed  for  1966.  During  1966  S  had 
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taxable  Income  and  earnings  and  profits  of 
$30,000.  and  tbe  group  had  consolidated  tax¬ 
able  Income  of  $100,000.  In  1087,  S  bad  a 
net  operating  loes  of  $40,000,  of  which  $30,000 
Is  carried  back  under  |  1.1502-21  (c)  to  the 
consolidated  return  for  1068.  P's  basis  as  of 
December  31,  1066.  for  Its  stock  In  8  Is 
recomputed  as  follows: 

Original  cost _  $50,000 

Positive  adjustment 

for  S's  earnings _  $30,000 

Negative  adjustment 

for  carryback _  (30,  (MO) 


Net  adjustment _  0 


Basis  _  50, 0(M 


Accordingly,  P's  recomputed  gain  on  the  sale 
of  S's  stock  Is  $30,(M0. 

Par.  7.  Section  1.1S02-33  Is  added  to 
roaa  as  follows; 

§  1.1502—33  Karning-i  Mild  pr<»riis. 

«a>  Intercompany  transactions.  Gain 
or  loss  on  an  intercompany  transaction 
shall  be  reflected  in  the  earnings  and 
profits  of  a  member  for  its  taxable  year 
in  which  such  gain  or  loss  is  taken  into 
account  under  §  1.1502-13.  Thus,  for  ex¬ 
ample.  gain  on  a  deferred  intercompany 
transaction  shall  be  reflected  in  the  earn¬ 
ings  and  profits  of  a  member  for  its  tax¬ 
able  year  in  which  such  deferred  gain  is 
taken  into  account  under  paragraph  (d), 
(e>.  or  (f  1  of  S  1.1502-13,  rather  than  for 
the  taxable  year  in  which  such  gain  or 
loss  is  deferred. 

(b>  Effect  of  inventory  adjustments. 
There  shall  be  reflected  in  the  earnings 
and  profits  of  a  member  for  a  taxable 
year  gains  and  losses  taken  into  account 
pursuant  to  §  1.1502-18  for  such  year. 

(c)  Stock  and  obligations — (1>  Div¬ 
idend  distributions.  Dividend  distri¬ 
butions  from  one  member  to  another 


member,  including  dividends  under 
S  1.1502-32(e),  shall  be  reflected  in  the 
earnings  and  profits  of  the  distributee. 

(2)  Nondividend  distributions.  Dis¬ 
tributions  to  which  section  301(c)(3) 
applies  from  one  member  to  another 
member  shall  not  be  reflected  in  the 
earnings  and  profits  of  the  distributee. 

(3)  Gains  or  losses  on  dispositions. 
Gains  or  losses  on  the  disposition  of  the 
stock  or  obligations  of  a  subsidiary  (in¬ 
cluding  amoimts  included  in  income  un¬ 
der  {  1.1502-19  and  amounts  deferred 
under  {  1.1502-14(d) )  shall  be  reflected 
in  the  earnings  and  profits  of  a  member 
for  its  taxable  year  in  which  such  gain 
or  loss  is  taken  into  account. 

(4)  Investment  adjustment.  There 
shall  be  reflected  in  the  earnings  and 
profits  of  a  member  an  amount  equal  to 
any  increase  or  decrease  pursuant  to 
§  1.1502-32<c)  in  such  member's  basis  or 
excess  loss  account  for  its  stock  in  a  sub¬ 
sidiary.  For  example,  assume  that  P 
Corporation  invests  $90  in  the  stock  of  S 
and  that  the  basis  of  such  stock  is  re¬ 
duced  to  zero  pursuant  to  S  1.1502-32(c). 
P's  earnings  and  profits  are  also  reduced 
by  $90.  Subsequently  a  distribution  of 
$120  from  other  than  earnings  and  prof¬ 
its  is  made  by  S.  No  gain  is  recognized 
by  P  (since  the  excess  loss  account  is 
Increased  under  §  1.1502-14(a)  (2) )  and 
P's  earnings  and  profits  are  not  Increased. 
If  P  then  sells  the  stock  of  S  to  a  non¬ 
member  for  $20.  P  has  gain  on  the  sale 
of  the  stock  of  $20  and  income  pursuant 
to  S  1.1502-19  of  $120.  Accordingly.  P's 
earnings  and  profits  are  increased  by 
$140. 

(5)  Section  381  transactions.  The 
amount  of  earnings  and  profits  or  deficit 
of  a  transferor  or  distributor  corporation 
which  is  carried  over  to  the  acquiring 
corporation  in  a  transaction  to  which 


section  381(a)  applies  shall  be  adjusted 
so  as  not  to  duplicate  any  amount  pre¬ 
viously  taken  into  account  under  sub- 
paragraph  (4)  of  this  paragraph. 

(6)  Special  rule.  The  earnings  and 
profits  of  a  subsidiary  shall  be  decreased 
by  the  amounts  treated  as  a  dividend 
pursuant  to  S  1.1502-32(e). 

|F.R.  Doc.  66-9600;  Piled,  Sept.  7,  1966; 

8:45  am.) 
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CONSOLIDATED  RETURN 
REGULATIONS 

Notice  of  Hearing  on  Proposed 
Regulations 

The  pnHMsed  amendment  to  the  regu¬ 
lations  under  section  1502  of  the  CMde, 
relating  to  Consolidated  Returns,  ap¬ 
pears  In  the  Federal  Register  for  Sep¬ 
tember  8, 1966. 

A  public  hearing  on  the  provisions  of 
this  proposed  amendment  to  the  regula¬ 
tions  will  be  held  on  Monday.  October  10. 
1966.  at  10  ajn.,  e.d.s.t.,  in  Conference 
Room  B.  Departmental  Auditorium,  Con¬ 
stitution  Avenue  between  12th  and  14th 
Streets  NW..  Washington,  D.C. 

Persons  who  plan  to  attend  the  hear¬ 
ing  are  request^  to  notify  the  Commis¬ 
sioner  of  Internal  Revenue.  Attention; 
CC;LR;T.  Washington.  DC.  20224.  by 
October  5,  1966,  telephone  (Washington. 
D.C.)  964-3935. 

[seal]  Lester  R.  Uretz, 

Chief  Counsel. 

By;  James  F.  Drlng. 

Director,  Legislation  and 
Regulations  Division. 

|F.R.  Doc.  66-9910;  FUed.  Sept.  7,  1966; 

8:52  am.) 
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Apenciea  ia  thi«  iaavc — 

The  President 

A^cultural  Stabilization  and 
Conservation  Serrlce 
Army  Department 
Atomic  Enersy  Commission 
Civil  Rights  Commission 
*  Civil  Service  Commission 
Commerce  Department 
Commodity  Credit  Corporation 
Consumer  and  Marketing  Service 
Federal  Aviation  Agency 
Federal  Communications  Commission 
Federal  Maritime  Commission 
Federal  Power  Commission 
Federal  Reserve  Sjrstem 
Federal  Trade  Commission 
Fiscal  Service 
Pish  and  WUdllfe  Service 
Food  and  Drug  Administration 
Health,  Education,  and  Welfare 
Department 

International  Commerce  Bureau 
Interstate  Commerce  Commission 
Labor  Department 
Land  Management  Bureau 
Securities  and  Exchange  Commission 
Wage  and  Hour  Division 

Detailed  Hat  of  Conlenia  appear*  inaide. 


